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Fvery Man Concerned with Real Property Today Needs: 


Real Estate Appraisal 
and Valuation 


By Philip W. Kniskern, M. A.I. 


President, American Institute of Real Estate Appraisers; 
Director, National Association of Real Estate Boards 


A NEW, keen, and exceedingly able approach to the 
entire problem of real estate appraisal. It has as its 
object, not to reprint tabulated figures, which you have 
already developed to suit your own conditions, but to 
present tested methods which help you, for any property, 
large or small, improved or unimproved—or for any equity 
in such property—to arrive at a value which is sound and 
inclusive. 

No one knows better than you the importance of being 
able to defend your findings. Successful court cases, tax 
adjustments, and the like are achieved by accurate, well 
prepared, and provable analyses. Mr. Kniskern’s methods 
are those that develop proof and justification of the values 
found. 


Presents Methods You Will Use Constantly 


Mr. Kniskern is an appraiser of national reputation and 
country-wide experience with business, residential, and in- 
dustrial property. Any word from him on this subject 
carries authority. 

His book examines and restates the whole proposition of 
value with reference to real estate; analyzes mortgage re- 
quirements; reviews all the considerations that enter into 
any first-class appraisal; gives you a sound procedure for 
determining, not merely the right price for purchase or sale, 
but the value to set on a property at any time, whether or 
not a transfer is in prospect. 

Some of the author’s conclusions, as in setting the rate at 
which income should be capitalized, represent advances in 
practice which are years ahead of anything else in print. 


A Suggestion of the Ground Covered 


I. Value. Value defined. Capital; money; investments. Market 
prices. Buyer—seller—speculator. 

II. Mortgages. Security and equity margins. Prevention, salability, 
appraisal. Examples of modern financing. 

III. Appraisals. Importance of accurate methods. The appraiser. 
Titles, liens, estates. 

IV. Determination of Value. Income valuation. Physical valua- 
tion. Land. Buildings. Security and certainty of income. Expenses, capital 
charges, other deductions. Capitalization rate. Interest tables; use. Capital- 
ization; procedure. Analysis of present methods. Equity valuation. 
Leaseholds. 

SENT FOR 5 DAYS’ EXAMINATION 
‘This is a book no man in your profession can afford to be without today. 

Let us send you a copy. If, within five days after it reaches you, you 
are not convinced that you can’t get along without it, send it back. Price, 
if you keep it, is $6.00. Use the order form at right. 

If you wish either or both of the other two books described above, 
check their titles too on the order form. Same examination privilege. 


The Ronald Press Company 
15 East 26th St., New York, N. Y. 


JUST PUBLISHED 


—"Should have wide general usefulness. 
It is the only authoritative treatment 
taking up as part of the valuation problem 
the special, difficult, and right now tre- 
mendously important problem of accurate 
and fair valuation in times of depression.” 
—H. U. Nelson in the National Real 


Estate Journal. 
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Also of Interest to Real Estate Men: 


BUSINESS LAW 
By Thomas Conyngton of the New York Bar 





WELL known and successful book for use in business and private 

affairs. It points out what your rights and responsibilities are in every- 
day transactions and will help you avoid unpleasant situations or law suits. 
One of the very best explanations of the law of business dealings you can 
get anywhere; simple, non-technical, equally adapted for quick reference 
or intensive reading. Covers points you meet constantly in connection 
with contracts, debts and interest, negotiable instruments, employment, 
real and personal property, patents and copyrights, bankruptcy, landlord 
and tenant, personal relations, etc. Includes 117 selected forms, with 
instructions for their use. Third revised edition 


INSURANCE 
By S. B. Ackerman of the New York Bar 


APRACTICAL guide to approximately 40 types of coverage—all 

ordinary forms of protection, including fire, life, marine, public lia- 
bility, burglary, aviation, etc. Shows clearly the rights and liabilities of 
insurer and insured under the policy contract—what is and is not covered. 
Offers valuable technical information on special indorsements, records 
required of insured in event of loss, alternative plans of protection and 
their comparative benefits, valuation and adjustment of claims, bond- 
ing, etc 


[THE RONALD PRESS COMPANY, Dept. M-607. be 
15 East 26th Street, New York, N. Y. | 
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| C) Real Estate Appraisal and Valuation, Kniskern, $6.00 
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A New Approach To Urban 
Land Valuations 


By WALTER R. KUEHNLE, M. A. I. 


OR some years it has been a grow- 
F ing conviction of mine that the 

valuation ascribed to the urban 
lands in the United States is too high. 
I believe, also, that whatever affects 
real estate, affects realty values and 
markets, and whatever alters values 
and markets alters underlying security 
and affects the entire structure of the 
Country. 


We all recognize that this is a crit- 
ical period in the history of our Coun- 
try; and there is no doubt but that 
there is a very definite demand on the 
part of the people for a complete 
change of ideas in certain of our busi- 
ness and governmental affairs. 


One of the most fixed of all quanti- 
ties is land; there will never be any 
more of it—there will never be any 
less of it. Everyone in the world must 
use land, if they would live, but in 
spite of the fact that under all is the 
land, the history of the world is dotted 
with examples of speculation, showing 
a complete lack of understanding of 
its utilization and value. Speculative 
crazes are not new—they began in 
the modern world with the tulip mania 
in Holland in 1636, when tulip bulbs 
were sold up to $1,400 per pound. In 
1719 in France, the Mississippi scheme 
of John Law skyrocketed shares from 
500 to 8,000 livres within a short time. 
In 1720, the south sea bubble of Eng- 
land broke all previous records when 
stock of the South Sea Company rose 
from 180 to 1,050 pounds and dropped 
back to 200 pounds, all within six 
months. In addition to the speculation 
in the shares of the South Sea Com- 
pany, there was an insane promotion 
of companies with such fantastic ob- 
jects as the extraction of gold from 


seaweed and the importation of jack- 
asses from Spain, and finally, shares 
were sold in a company for an under- 
taking, “the purpose of which shall in 
due time be revealed.” 


Land Speculation 


In the United States, however, spec- 
ulation has been more generally con- 
nected with real estate, whose phys- 
ical solidity belies its use as a financial 
bubble. The lure of land profits has 
ever tempted the American people, 
and from the very discovery of our 
Country, history is replete with inci- 
dents of speculation in lands. It is al- 
leged that Christopher Columbus em- 
barked upon his voyage of discovery 
on a commission basis with a perpet- 
ual guarantee of ten per cent of the 
rents and profits of the new world. 


North America was colonized by 
land companies, and the struggle for 
huge land grants was a feature of col- 
onial history. An important but gener- 
ally neglected cause of the Revolution 
was the action of England in forbid- 
ding the colonies to acquire land west 
of the Alleghenies. The speculative 
feature characterized town lot promo- 
tion in the United States from the be- 
ginning of its history as an independ- 
ent nation. In this very city of Wash- 
ington a boom was engineered in 1796, 
and the three speculators who promot- 
ed it constructed a number of houses 
in an effort to attract settlers. These 
houses were never occupied and fell 
into ruin, and the three speculators 
who formerly were men of great 
wealth and position, were unable to 
leave their houses because of the 
droves of creditors who sat on their 
” Mir, Kuehne delivered this address before the Insti- 


tute in Washington, D. C., on Wednesday, January 25, 
1933.—Ed. 
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doorsteps with writs of attachment. 
They were finally forcibly lodged in a 
debtors’ prison; and all this was de- 
spite the fact that they paid only from 
$40 to $80 each for the lots they 
bought, and that the city of Washing- 
ton has today surpassed the claims 
made for its future greatness in the 
literature of that time. Some insight 
into the toll taken by the compound 
interest in land speculation may be 
given by the fact that one of these $80 
lots would have to sell today for a 
quarter of a million dollars, to return 
the capital of $80 invested and com- 
pound interest at 6% per annum accru- 
ing since that time. This is without re- 
gard for taxes or special assessments. 


The subdividers of New York City in 
1836 laid out enough lots to provide 
fortwo million people, and enough lots 
were laid out in the alligator infested 
swamps of New Orleans to house 
a million persons. In the same year, 
when Chicago was a town of 4,000 
persons, and just four years after the 
scare of Indian invasion during the 
Blackhawk War, 500 towns that are 
now cornfields were platted in Illinois, 
and town sites were surveyed at the 
mouth of every brook that ran into 
Lake Michigan. 


The speculation in town lots was 
revived again when a new generation 
came on the scene. In 1856 came the 
boom in Kansas town sites. From 1868 
to 1873 was a period of post-war spec- 
ulation, similar to that which ended 
in 1929. In this new era, speculative 
land booms were engineered in New 
York, Chicago, San Francisco, and 
hundreds of other cities. In 1887 and 
1888, in the vicinity of Los Angeles, 
which had an aggregate population of 
3,500 there were laid out 60 towns and 
cities, covering 80,000 acres. Lots sky- 
rocketed from $500 to $5,000 in a year 
and dropped back the following year. 
Kansas City, Omaha, Minneapolis, and 
Duluth were being boomed at the 
same time. In the 1890’s there was 


wild speculation in the vicinity of the 
World’s Fair Grounds in Chicago, and 
there are at this time 20 ft. lots on the 
sand dunes of Indiana that were sub- 
divided and sold at that time. The 
Alaskan gold rush of 1897 started a 
rush for lots in Seattle and Tacoma, 
which finally culminated in the great 
boom of 1905 and 1906. St. Louis had 
its World Fair boom in 1904. Prior to 
1914, there was wild lot speculation in 
the cities of the Canadian northwest. 
1925 witnessed the Florida boom. In a 
Florida city in which I made an ap- 
praisal of the central business district 
last year, enough lots were subdivided 
to provide for 400,000 people, al- 
though the population of this city is 
only 40,000. 


Land Values Today 


The speculative phase of real estate 
has not, however, been limited to sub- 
divisions that spread out far beyond 
the limits of various American cities. 
I am suggesting at this point that the 
valuation ascribed to all urban lands 
in the United States is too high,—even 
those held in theory to be the most 
stable because of their location in the 
Central Business Districts. I am fur- 
ther suggesting that a large portion of 
the values ascribed to urban land in 
the United States is a state of mind 
and that any system of credit and tax- 
ation based upon a foundation of such 
values must ultimately collapse. Some 
of the water has been squeezed out of 
urban land during the trying times of 
the last few years and the sooner we 
squeeze out the rest of the water and 
get on a sound economic basis for 
credit and taxation the sooner we shall 
enjoy economic recovery and the bene- 
fits of the return of normal business. 
The alternative is continued stagna- 
tion for a long period of time. 


Most of this mental value assigned 
to our urban lands is the result of the 
theory of the scarcity of land and that 
all land if held long enough must pay 
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out as an investment. Many factors 
have operated in the past decade to 
dissipate these theories. 


The first of these factors is im- 
proved transportation. In the horse 


and buggy days people were forced to™ 


live within six miles of their place of 
business because of the time required 
to come and go in a horse and buggy 
or a horse car. This gave a scarcity 
value to land close in to the centers. 


Log roads, horse-cars, cable-cars, 
elevated lines, electric surface cars, 
electrified railroads, and good hard 
roads all followed in rapid succession. 


An example of how modern trans- 
portation may lessen the intensity of 
the use of central areas is given by the 
Borough of Manhattan in New York 
City. Although the city of New York 
increased in population from 1920 to 
1930 from 5.6m to 6.9m the Borough 
of Manhattan declined from 2.3m to 
1.8m. 


In 1836, the population of the City 
of Chicago was located largely along 
the Chicago River because land ve- 
hicles could not operate in the vicinity 
due to the lack of good roads and deep 
mud. 


Observers of the time tell of the 


crowded condition in the hotels and ° 


that even the stores were used for 
sleeping accommodations. With the 
building of the log roads, this condi- 
tion was alleviated by the city spread- 
ing out from the River. Thus the build- 
ing of these roads had made land less 
scarce. Each improvement in transpor- 
tation that made the business centers 
accessible to more remote localities, 
extended the area of all our great cit- 
ies until now it is said that the supply 
of urban land is virtually unlimited. 


There are additional complications. 


brought into the problem by vertical 
expansion as well as horizontal. Large 
cities have shown a tendency to build 
higher and higher buildings thus re- 
quiring less land. 


An analysis of the urban land in the 
United States will reveal that a very 
small percentage is improved with 
modern up-to-date buildings to the 
full extent of its possibilities. The bal- 
ance, be it vacant or improved to a 
very moderate degree with old obso- 
lete buildings, is based upon the anti- 
cipation of a higher and better use 
than that now employed despite the 
fact that all such land cannot possibly 
come into such use at any reasonable 
future date. Business land in the cen- 
ter of our cities has a value based up- 
on the assumption that it will ALL be 
developed with skyscrapers with the 
maximum height permitted by the city 
zoning ordinances. Land on the gold 
coast is valued on the basis of being 
completely built up with twenty story 
deluxe apartment buildings. Land on 
the outlying business streets is as- 
cribed a value on the theory of contin- 
ued expansion of retail stores paying 
high rents. In the light of the unlimit- 
ed supply of lands for these purposes, 
what basis of fact have we to make 
such assumptions and to use them as 
a foundation for our important finan- 
cial and tax structure? It is stated that 
if all the land in Chicago were built up 
to the limit allowed at present by the 
City zoning ordinances, the entire pop- 
ulation of the United States would be 
accommodated within its city limits. 
At the present time in this city there 
are approximately five million front 
feet zoned for business and only one 
and one-half million front feet occu- 
pied by business uses. The unused por- 
tion would be adequate to supply an 
estimated additional seven million per- 
sons. Niles Center, a suburb of Chica- 
go, with a population of 5,200 has 
enough business frontage for a city of 
580,000. 


Concentration 


Existing business property has felt 
the growth of the chain store which 
brought about the concentration of the 
business area into a smaller compass. 
Thus instead of a possibility of further 
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expansion in the store area so that 
new store buildings will be required, 
there has been a contraction so that 
there are now rows of empty stores 
without tenants. A combination of 
over-expansion during the days of 
easy financing and existing business 
conditions has caused a large percent- 
age of vacancies in all types of exist- 
ing buildings from office buildings to 
apartments and factories. 


Population increase alone can cause 
all these lands not improved to their 
highest use, to come into the high use 
upon which they have been valued. 
According to the ‘‘Committee on So- 
cial Trends” we will soon be faced 
with a stationary population. Hereto- 
fore, our rapidly expanding popula- 
tion has caused increased demands for 
lands. If the conclusion of the commit- 
tee is correct it would seem that the 
human material necessary to bring 
much more of this land into use is no 
longer available. After the Illinois 
town site boom of 1836 collapsed, a 
reporter facetiously remarked in a 
news story that he had perfected a 
gigantic chemical plant out of whose 
vast cauldrons enough people could be 
manufactured overnight to fill any 
townsite. Perhaps the invention of 
such a machine would justify the val- 
ue we have ascribed to our urban land. 


Amount of Vacant Urban Land 


With only a very small percentage 
of the total available urban land now 
improved to its highest use with mod- 
ern buildings suited to the location it 
is absurd to predict that the great en- 
tire balance will also be brought into 
such maximum use at any reasonable 
future date. If all of the land, either 
vacant or improved in the city limits 
of all cities in the United States of over 
thirty thousand population were put 


in one compact area, it would com- 


prise a body of land of three million, 
eight hundred and forty-four thou- 
sand, six hundred and twenty-two 
acres. This amount of land, though it 


contains a population of over forty-five 
million people, is not a large area com- 
pared with the total land area of the 
United States, in fact, it would not cov- 
er half of the state of Maryland. It 
would represent only one-fifth of one 


per cent of all of the land in the Unit- ° 


ed States. The area of American farm 
land would be two hundred and forty 
times as great. Yet, in 1922 this body 
of urban land was ascribed a value of 
at least as much as all the farm land 
in the United States, and the valua- 
tions which aggregated this stagger- 
ing sum were alleged to be conserva- 
tive. 


In 1928, the situation was far worse, 
for while the value of farm land had 
declined from fifty-five to thirty-five 
billion dollars, this urban land in cit- 
ies over thirty thousand had been in- 
flated to in the neighborhood of sev- 
enty billion dollars. In other words, 
one-fifth of one per cent of the land in 
the United States was ascribed a value 
of double the value ascribed to ninety- 
nine and eight-tenths per cent. Only a 
very small portion of urban land in the 
United States is earning on this men- 
tal value ascribed to it, so there is no 
justification of such value. 


Effect on Credit and Taxes 


The vacant urban land in the United 
States was said to comprise one-fifth 
of the entire national wealth in 1928. 
This means that taxes and credit lean 
heavily on land values. If these values 
are economically unsound and do not 
earn their way, the tax and credit 
structure for which they form the 
foundation must inevitably collapse. 
And it has. Banks have closed their 
doors. Mortgages have defaulted. Tax 
delinquencies have mounted. Last year 
in Chicago they mounted to forty-five 
per cent. And those cities who have as 
yet not reached this stage had better 
not congratulate themselves too soon. 
They may be on the way. It seems our 
main difficulty in connection with this 
problem of land value is that we have 
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failed to adjust our ideas from the 
horse and buggy days to the greatly 
changed conditions of today. As a re- 
sult of the belief that urban land is 
constantly increasing in value it has 
been necessary to construct higher and 
higher hypothetical uses for the land. 
On the basis of these higher hypo- 
thetical uses, greater credits have been 
extended on the land and higher val- 
uations for taxation have been as- 
cribed to the land. The fact has been 
ignored that the higher uses, have 
been adding to the over-supply, at a 
much greater rate than our ability to 
absorb. 


The Need for Data 


Accurate community statistics would 
dispel many of these illusions which 
have caused us so much difficulty. De- 
faulting mortgages and delinquent 
taxes have brought this problem, with 
its attendant need for more accurate 
information not now available, for- 
cibly to the attention of banks, insur- 
ance companies, and governmental 
bodies, as well as to the property own- 
er and investor. Present sources of in- 
formation on the subject are so sparse- 
ly developed that the insurance com- 
pany which loans millions of dollars 
a year upon real estate mortgages is 
relatively little better off in its at- 
tempts to forecast the future of its in- 
vestments than is the citizen seeking a 
safe investment for a few thousand 
dollars. 

The need for an Institute to supply 
accurate, up-to-the-minute information 
on community statistics is clear. It is 
essential for correct measurement of 
current needs for new construction, 
for the consummation of real estate 
deals on a sound basis, for the place- 
ment of mortgages, and for the levy- 
ing of taxes. 

No individual appraiser nor single 
instituton, whatever its resources, 
could afford to gather for its own use 
alone, the vast fund of information 
which would be necessary to the com- 


plete success of such an institute. It 
should, therefore, be formed as a con- 
solidated undertaking of all groups in- 
terested in accurate information on 
facts affecting the value of real estate. 


Among the many things that could 
properly be given consideration by 
such an organization are: 

(a) Existing and past supply of space in 

industrial and commercial buildings, 
and of units in residential buildings. 


(b) Existing demand for such space as 
is indicated by occupancy surveys 
of land and buildings, and the pre- 
vailing rentals. 


Immeasurable factors influencing fu- 
ture demand and values such as 
population, growth, movement, and 
composition. 


Items affecting demand and values 
but which cannot be measured so 
readily, such as change in style. 


The measure of demand for vacant 
land and buildings, for the various 
types of occupancies that will pro- 
duce the income which is the basis 
of the value of all real estate, va- 
cant or improved. 

Consideration might also be given 
to figures on existing mortgage hold- 
ings, new writings, cancellations, loss- 
es, receiverships, etc. These data could 
be classified with reference to mort- 
gages, mortgagor’s type of property, 
locations, liens, foreclosures, and the 
cost of receiverships—this latter, in 
many of our major cities, has already 
assumed the proportions of a national 
scandal. In that connection the advis- 
ability of collecting local financial da- 
ta to get an idea of national trends, 
might be helpful. The causes for this 
great expanSion in the values ascribed 
to land can only be made understand- 
able through intelligent research un- 
dertaken by trained analysts and ap- 
praisers. Only through such research 
and the establishment of an organiza- 
tion to keep current data relating to 
community statistics will we dissipate 
existing false theories of value anda 
keep on a basis of sound values of real 
estate both vacant and improved, for 
purposes of both credit and taxation. 
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The Modern Percentage Lease 


By Capt. HENRY WOLFSON 


lution of any problem is to find 

the cause and effect and then 
suggest a remedy. We shall therefore 
subject the immediate past to a care- 
ful analysis and find out what condi- 
tions existed and the results that fol- 
lowed. It is only after we fully under- 
stand the situation that we can intelli- 
gently discuss’‘any possible solution. 


T ise scientific approach to the so- 


The halcyon days of the late twen- 
ties witnessed a great expansion in all 
lines of industry. Business real estate 
was no exception. Under the leader- 
ship of the chains, retail stores every- 
where expanded their activities. This 
rapid expansion brought into play 
many destructive forces and unhealthy 
practices. The “major domo” of the 
evil forces of this period was the lease 
speculator. He capitalized his only 
possession — wits. He picked out some 
of the choicest locations in our lead- 
ing cities, closed long term leases, and 
sat back to “cash in’. He was mobility 
personified, and since he gambled with 
other people’s property, he did not 
have to dally in closing his deals. He 
was motivated by one thought — ex- 
tract ‘“‘all that the traffic will bear’’, 
and he literally extracted everything. 
It should be pointed out that there is 
a marked distinction between an op- 
erator and a speculator. The former 
improves the acquired property and is 
entitled to a profit from the venture; 
the latter adds no improvement to the 
property itself and merely reaps the 
harvest of the inexorable law of sup- 
ply and demand. Legally permissible, 
but morally indefensible! I submit it 
is unsound public policy to place ten- 
ants at the mercy of an unconscionable 
speculator. 


Next we find the pernicious compe- 
tition for locations which rests square- 
ly on the shoulders of a majority of 
the chain stores. The mad scramble 
for new stores was initiated by them. 
Every choice location was virtually 
sold on the auction block. I know of a 
location where the owner quoted a 
rental of fifty thousand dollars a year, 
but before the tempest of competition 
subsided one of the contestants was 
the possessor of the leasehold at sev- 
enty-five thousand a year. Alas, he has 
it no longer —it is back with the land- 
lord. I recall another instance of a 
property offered to us by the landlord 
at fourteen thousand a year and be- 
fore the day was over he had closed a 
lease with another chain store at twen- 
ty thousand. 


Competition 


Then again, during this hectic pe- 
riod some of the chains aided and 
abetted by brokers, blessed with more 
enthusiasm than knowledge, came to 
the erroneous conclusion that the mil- 
lenium had arrived. They figured all 
that had to be done was to obtain a 
100% location—never mind the rent 
— begin operations — and success was 
bound to result. Competition was to- 
tally ignored. Somehow the fact that 
there is a saturation point was not con- 
sidered. They failed to see that any 
given city can successfully support 
only a limited number of similar type 
stores. The result of over competition 
was disastrous in two ways. Thesales 
volume of competitors was materially 
cut — and their own estimated volume 
failed to reach expectations. When it 
is considered that in addition the new 
comer had the added burden of a high- 

Capt. Wolfson delivered this address before the In- 


stitute in Washington, D. C., on Friday, January 27, 
1933.—Ed. 





Tue Mopern PercentaGce LEASE 


195 





er rent than his already established 
competitor, a fair idea of the havoc 
can be calculated. 


Chains in the Real Estate Business 


Another angle is that the majority 
of the chains whose primary function 
was always that of merchandizers en- 
tered the real estate field. I am not un- 
mindful that some chains — you know 
them as well as I do—had always 
subordinated their merchandising op- 
erations to Real Estate speculation — 
but they are not our concern. They 
went into it voluntarily — whereas 
most chain stores were forced into it 
through the exigencies of circumstanc- 
es. I hold no brief for anyone, I am not 
defending anybody, but I know where- 
of I speak when I tell you that it was 
not by choice that chains entered the 
real estate business, but by absolute 
necessity. Whether the policy of ex- 
pansion was good or bad, that is not 
germane here, but since the chains 
wanted to expand, there was no other 
way they could do it—they just had 
to dance the tune played by the piper. 


It is evident that a landlord who 
was flooded with bonafide offers on a 
“net” basis for his entire property 
could not reasonably be expected to 
entertain an offer that involved only 
part of the property on a “gross” bas- 
is. We are not living in Utopia. The re- 
sult, of course, was that with the ac- 
quisition of surplus space the vicious 
circle of sub-dividing and sub-letting 
began. Individual tenants seeking lo- 
cations, or chains requiring small 
units, bowing to the supposed “supe- 
rior’ judgment of the chain special- 
ists, entered into leases at fantastic 
figures which ultimately, due to de- 
clining volume, either had to be dras- 
tically reduced or tenants were forced 
out of business. 


High Pressure Selling 


The next development was the high 
pressure sales to investors and institu- 


tions of property leased to chain stores 
on a net basis. This should be of spe- 
cial interest to you as appraisers. 
These properties were sold not on 
their conservative value, but on the 
“capitalized” basis of the rentals paid. 
No other factor was considered. The 
only question asked was “what does 
the chain pay?” The sale was usually 
made on a six to nine percent basis, 
depending on the financial stability, 
earning record, and credit rating of 
the organization back of the lease. For 
example, a property leased to a prime 
chain renting for $12,000 a year net, 
was sold for $200,000. Primarily, 
sloughed off on a “boom” basis, these 
investments are only as good as the 
tenant. When the chain that took the 
lease went broke the poor investor had 
a very poor investment. Unquestion- 
ably, many of these investments re- 
main exceptionally good even today, 
but the principles involved in the set- 
up are no less subject to question. This 
type of transaction had its repercus- 
sion in the re-financing after the sale 
either by way of mortgages or bond 
issues. For these mortgages, too, were 
placed on the basis of the inflated 
“rental”? without any thought to the 
sound basis of real “value”. I am not 
unmindful that “income is of prime 
importance” in appraising investment 
properties but I submit that boom time 
income is not a fair yardstick to use. 


Net Leases and the Tax Load 


Finally, in addition to any other 
type of “anti-chain” legislation, and 
as you know we are plagued with 
enough of them, the chain stores were 
penalized by municipal authorities for 
making net leases. No sooner: was a 
lease placed on record obligating the 
chain to pay the local taxes than the 
assessment went sky-high. “Let the 
chains pay — they are ‘furriners’ any- 
way’, became the slogan of the day. 
There was deliberate discrimination 
against the chains—not everywhere, 
to be sure, but in sufficient proportions 
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to become alarming. We, ourselves, 
had a glaring instance of it in one city. 
The taxes on the property prior to our 
leasing it amounted to $600. After we 
took possession we improved it and 
estimated that our taxes would be 
eighteen hundred dollars, but actually 
the new assessment called for a tax of 
$8,000. Through the intervention of 
our landlord the tax was reduced. 


These are the cold brutal facts— 
they speak for themselves. The picture 
has been painted in broad strokes, the 
details have been eliminated. You 
have seen that Landlords, Tenants, 
and Brokers had some place in it. No 
one group monopolized it to the exclu- 
sion of the others. If the picture is not 
a pleasant one to contemplate, — and 
it is not, — we can at least get comfort 
from the fact that it records the events 
of the past—and let us fervently re- 
solve that when the history of our 
present period is recorded that it will 
reflect the brighter and happier ‘““New 
Deal’”’. 


The “New Deal” in leasing retail 
property contemplates a lease that is 
fair to the landlord and tenant. Is 
there such an animal? There is. I am 
not suggesting any panaceas, cure-alls 
or magic formulae. Just a sensible so- 
lution. Its success, however, is predi- 
cated on understanding and coopera- 
tion. First, landlords must discard 
their former conception of rentals and 
face present conditions. Revision and 
revaluation are the order of the day. 
They cannot expect a tenant to pay 
out two dollars if he only takes in one. 
It cannot be done. Second, mortgagees 
must adopt a liberal attitude toward 
the landlord who is struggling to hold 
on to his property. Wherever neces- 
sary, interest rates must be reduced 
and amortization charges certainly 
must be deferred. Third, taxes must 
come down. The cynics will say this is 
an idle dream; but, mark you, co-op- 
eration can accomplish the former, 
and an alert, aroused, determined, and 


vigilant electorate can achieve the 
latter. Truly, today taxes stand Cere- 
brus-like in the pathway of recovery. 
Finally, since this is a tenant’s market 
exclusively, the tenant must be emi- 
nently fair in his dealings with the 
landlord. It is a question of “‘live and 
let live”. In the words of Saint Paul, 
“None of us liveth unto himself”’. 


Types of Percentage Leases 


With this background we can now 
discuss the ‘‘Percentage Lease’’. Sim- 
ply, it is a lease whereby the tenant is 
obligated to pay as rental a certain 
percentage of the total sales made up- 
on the leased premises. Instead of 
binding himself to pay a DEFINITE 
rental regardless of the volume trans- 
acted, the tenant pays a rental which 
is based solely on his sales. For exam- 
ple, you lease a store on a 6% basis. If 
the store does a volume of $100,000 
during the year, the landlord would 
receive from you as rent for that year 
$6,000. Whether the sales go up or 
down, your rent is fixed — you pay no 
more and no less than 6% of the sales. 
This is the simplest form of the per- 
centage lease. Some percentage leases 
carry “minimum” guaranteed rentals; 
that is, the landlord jis assured a stipu- 
lated “fixed” rent, usually paid in 
monthly installments, even though the 
sales made by the tenant may be less 
than the amount covered by the “‘mini- 
mum guarantee”; some carry “maxi- 
mum” rentals so that the landlord only 
shares up to a certain volume; while 
still others call for a percentage of the 
“profits” of the enterprise. 

Percentage leases are neither new 
nor novel. Leases on farm property 
have for centuries recognized the 
principle of “sharing’”’ the produce of 
the land between the landlord and his 
farmer-tenant. The chain stores may 
have modernized it, but they did not 
conceive it. In the past, percentage 
leases have also been sought in pe- 
riods of depression — but were taboo 
in prosperous times. How often have 
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I heard “Why should we be penalized 
for the amount of business we attract 
because of our ability? Why should 
we share with the landlord our hard- 
earned profits for building up his 
property?’”’ No answer need be made 
to these questions. They reflect the at- 
titude of mind that takes all—and 
gives nothing. ‘‘When business is good 
I will reap the harvest— when busi- 
ness is bad let my landlord reduce the 
rent’. The percentage lease does away 
precisely with this injustice. The bur- 
den is equalized. It is the fairest kind 
of a contract. 


Minimum Rentals 


Let me point out that percentage 
leases made in the boom days did not 
work out because the tenant usually 
paid as a “minimum” rental the 
amount he would ordinarily have paid 
on a “straight” basis. The only benefit 
to the tenant was that “graduated” 
rentals were eliminated. In other 
words, the landlord was paid market 
value and gambled on the percentage 
feature for any increment; the tenant 
still paid a high rent to start, but was 
saved from paying any fixed increases. 
Fifty-fifty: the landlord gave nothing 
—the tenant got nothing. You can 
well see that the principle was wrong. 
In normal times a fair percentage 
lease should carry a minimum guaran- 
tee of 20% to 30% less than the mar- 
ket value, depending on the property 
and the type of tenant. 


Percentage leases are not limited 
solely to retail merchants. There is a 
percentage lease in Chicago covering 
the land at the Southwest corner of 
Michigan Avenue and Madison Street. 
The size of the lot is eighty feet on 
Michigan Avenue by a depth of one 
hundred and nine feet on Madison 
Street. It is a ninety-eight year lease 
from May 1, 1928 and in addition to 
the rentals reserved in the lease the 
lessee was obligated to erect a build- 
ing not less than twenty stories to cost 
at least $1,500,000. Actually a thirty- 


nine story building was erected and is 
known as the Willoughby Tower. The 
“Fixed” rental is five years at $125,- 
000 per year, five years at $150,000 
per year, five years at $160,000 per 
year and the balance of eighty-three 
years at $175,000. All these figures 
are NET. In addition the landlord 
“shares” to the extent of fifty percent 
of any excess over $75,000 per year 
(above all carrying charges) for any 
of the first five years of the term, or in 
excess of $100,000 for any of the re- 
maining ninety-three years of the 
term. I do not approve this type of 
percentage lease. It is entirely one- 
sided. 


Another percentage lease of major 
importance is the Sears Roebuck lease 
on the Leiter property in Chicago. The 
property has a frontage of 400 feet on 
State Street, between Van Buren and 
Congress Streets, and a depth of 143 
feet. The improvements consists of an 
eight-story and basement department 
store building. The lease is dated Sep- 
tember 28, 1931 for possession March 
1, 1932, and the term is 20 years. The 
rental is 1%% of the gross sales with- 
out any minimum guarantee. Both the 
lessor and lessee have the right to can- 
cel under certain conditions. 


Flexibility 


Other percentage leases have been 
made by gasoline service stations, pay- 
ing one to two cents on a gallon of gas- 
oline and two cents on a quart of oil. 
A recent theatre lease provided a min- 
imum rental of $18,000 plus one-third 
of the net profits up to $30,000. A 
lease was recently made for the base- 
ment of Loew’s State Theatre Build- 
ing for occupancy as a restaurant on a 
5% basis, but with a provision that the 
percentage is to be tripled in case of 
repeal of the prohibition amendment. 
A New York Bank made a percentage 
lease whereby it is obligated to pay 

“ on the average net deposits up to 
one million and 4 of 1% on deposits 
in excess of that amount. The mini- 
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mum guarantee is $8,000 and there is 
a provision for a maxmium of $15,000. 
The percentage lease is flexible and 
adaptable to changing conditions. 


The lease closed in October, 1932 
by Stern Brothers Department Store 
in New York, is probably the most gi- 
gantic percentage lease ever made. It 
affects one of the choicest locations 
and finest department store buildings 
in America. It comprises 234 feet on 
West 42nd Street, 100 feet 5 inches on 
Sixth Avenue, and 442 feet on 43rd 
Street. It involves a “minimum” guar- 
anteed rental of about $700,000 and 
carries a 414% sales percentage clause. 
Strictly from the record, because I 
‘ have no inside information, I can defi- 
nitely assert that there could not have 
been a deal except on a percentage 
basis. The Gerry portion of the prop- 
erty was leased in 1932 on the very 
same rental basis that it was leased in 
1912. Even with the deplorable condi- 
tions that exist today, we know that 
rental values on this block have not 
gone down to the 1912 level. The per- 
centage lease solved the problem. 


Depression Rentals 


Percentage leases made at depres- 
sion rentals have proven very success- 
ful. Landlords have received far in ex- 
cess of their “minimum” guarantees. 
This is natural. We have all been hit 
so hard, that we are much more prone 
to under-estimate anticipated volume 
than to over-estimate it. I can give you 
many examples, but one will suffice 
for illustration. One of the grocery 
chains took a lease on a certain store 
and during the negotiations advised 
the broker that it estimated its sales 
in that location at about $500,000. 
After one year of operation, I am in- 
formed, the store did in excess of 
$950,000. The owner actually received 
nearly three times the minimum guar- 
antee. 


Under present conditions a landlord 
should give preference to percentage 


leases as against “‘straight’’ leases. The 
potential advantage to the landlord is 
tremendous. Commodity prices have 
touched bottom. The dollar today buys 
about 40% more than it did in 1928. 
When prices again reach normal lev- 
els, though the tenant may not actual- 
ly sell.to any more customers than he 
is today, the sales automatically in- 
crease. Then again, experience teach- 
es us that with the purchasing power 
of the public restored, volume, too, 
will increase. 


What Rate of Percentage? 


The question of the rate of percent- 
tage that a tenant should pay is of the 
utmost importance to the landlord. No 
definite rate for any line of business 
can be fixed because many factors en- 
ter. Local conditions, operating ex- 
penses, mark-up, minimum wage laws, 
local taxes, the location and size of 
property, investment in furniture and 
fixtures, competition and sales volume, 
all have a direct bearing on the per- 
centage of rent that can and should be 
paid. Surely you would expect a high 
grade retail shop with an exclusive 
clientele to pay a higher rate than a 
mass volume store. Chain grocers with 
large volume and small margin of 
profit must pay a smaller percentage 
than a jewelry store with small turn- 
over ‘and large profits. Then again, a 
store doing a half million can pay a 
larger percentage than a similar type 
store doing one hundred thousand. 

It has been pointed out that a ten- 
ant may defeat the possible increase 
in volume, which would give the land- 
lord a higher rent, by actually selling 
less merchandise at a higher mark-up. 
Also that a landlord may be penalized 
in the event that the unit is poorly 
managed and the tenant lacks proper 
financial resources. These two objec- 
tions are valid but can be answered in 
three words “Choose the tenant”. Un- 
less the right tenant is secured —the 
percentage lease will be burdensome. 
Great care must be used in this re- 
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gard. Let a landlord beware of high- 
pressure salesmanship—let him not 
be stampeded by the glib-tongued ten- 
ant who promises him the millenium. 
Caution and prudence should be the 
watchword! 


The Rule of Reason 


Sometime ago I saw in a set of rules 
promulgated by a Western building 
managers’ association that no straight 
percentage leases should be made for 
a period longer than six months with- 
out a recapture clause. I do not favor 
straight percentage leases unless the 
landlord knows his prospective tenant 
and has faith in his location. But to 
give a tenant under present conditions 
a six months trial is ludicrous. The 
tenant will not properly equip a store 
for so short a period, and without 
proper equipment he cannot possibly 
prove his ability to produce volume. 
I favor recapture clauses by the land- 
lord under certain conditions as well 
as cancellation privilege to the tenant. 
The “rule of reason” should be the 
yardstick. 


May I point out that while there are 
many advantages to the landlord in a 
percentage lease, there is one domi- 
nant benefit to the tenant. Under a 
proper percentage lease he pays a 
rental commensurate with his sales, 
whereas under a “straight’’: lease his 
rental may be entirely disproportion- 
ate to the sales. Rental is always gov- 
erned by volume and when sales de- 
cline and rents remain constant there 
is trouble ahead. A tenant operating 
under a flat lease can in times of de- 
pression reduce all expenses and yet 
go broke on account of the rent. He 
cannot touch the rent except by agree- 
ment with the landlord, and some 
landlords just will not agree to reduce 
the rent. The tenant under a percent- 
age lease trims his sales accordingly, 
and since his rent bears the proper 


percentage to his sales, he can weath- 
er the storm. To be sure, the tenant 
under a “fixed” lease may enjoy a 
cheap rental in boom times, but the 
tenant with a percentage lease is “‘in- 
sured” during depressions. 


Assuming that the following condi- 
tions are met: 

1. The tenant has capable management 
and necessary capital, 
The business is suitable to the loca- 
tion and the space fits its require- 
ments, 

3. The type of business is not over-done 
in the locality, 

4, Future competition will not material- 
ly affect the location, 


let us summarize the essentials of 
proper percentage leases under pres- 
ent conditions: 


1. A fair “minimum” guaranteed rental 
paid monthly. 


2. The maximum percentage on sales 
that the particular business can afford 
to pay. . 

No “maximum” rental provision un- 
less the guarantee covers carrying 
charges and the “‘maximum”’ provides 
a decent return. 

No “straight” percentage lease un- 
less owner has unbounded faith in the 
location and the prospective tenant. 
No lease based on percentage _of 
“profits” — there is too much room 
for disagreement there. 

Landlord should receive monthly or 
quarterly reports of sales duly veri- 
fied by tenant. 

Tenant should be required to keep 
accurate books of account and land- 
lord should have the right at stated 
intervals to examine them, or to make 
an audit. 

Payment of the “additional” rental 
due to the percentage feature should 
be paid as the particular type of 
business permits. 

Landlord should restrict tenant from 
establishing a similar store in the 
same locality and tenant should pro- 
hibit landlord from renting his ad- 
joining property to competition. 

Fair play —as in every transaction. 


oe ¢ 





Theoretical Versus Practical Appraising 


By AYERS J. DU Bols 


T is not uncommon for individuals 
] of experience in a given field of 

endeavor to speak disparagingly 
of others in the same field whom they 
describe as being “theoretical.’”’ They 
have an utter contempt for what they 
are pleased to think of as “theory” 
and do not hesitate to express their 
feelings, the while priding themselves 
on being “practical’ men. Contrari- 
wise, the student in a given field, pos- 
sessed of scientific understanding of 
his vocation, may also disdain the 
purely “practical” man—the one 
whose knowledge is limited to hap- 
penings within his own personal ex- 
perience and not supplemented by 
scientific study and training. Are 
both the so-called ‘practical’ and 
“theoretical” man taking unwise posi- 
tions by such attitudes? Let us see. 


What does the “practical” man 
mean by “‘theoretical’’? Probably he 
and his fellows mean “‘impractical’”— 
not possessed of knowledge and view- 
points of a useful or valuable char- 
acter in actual practice, but rather 
possessing and advocating unsound 
and incorrect beliefs. Usually the 
epithet is applied by them to someone 
who has endeavored to explain things 
in a scientific way— i. e., from the 
standpoint of reason and analysis; 
and because the viewpoints of the so- 
called “theorist” are contrary in some 
respects to the conclusions which the 
practical men have arrived at through 
empirical knowledge but without 
careful analysis of their experiences, 
they scorn the opinions of the so- 
called theoretical man and ridicule 
him and his methods of practice. 


But just what is the real meaning 
of this word, “theoretical’? The 
term “theory” has a Greek root mean- 
ing “‘to see,” and “theoretical” might 


be literally interpreted as meaning 
the ability to see—to discern. To see 
or discern what? Facts—truth. In 
its best sense, “theoretical’’ means 
just that—‘“the ability to see (dis- 
cern) and to explain facts through an 
understanding of certain ascertained 
governing principles.’”’ Thus a ‘“the- 
ory” is simply an explanation of facts 
(real or assumed), or as Webster 
puts it, “The general principles of 
any body of facts; a general principle 
offered to explain phenomena, and 
rendered plausible by evidence in the 
facts or by the exactness and rele- 
vance of the reasoning.’’ Therefore, 
a “theoretical” appraiser is, properly, 
one who, through a knowledge of the 
principles of scientific appraisal pro- 
cedure and practice (which principles 
have been apprehended as a result of 
searching study and analysis of ex- 
perience), possesses the ability to dis- 
cover, interpret, and explain the facts 
in a given valuation problem. Such 
an one does not merit ridicule and 
disparagement. 


Assumptions 


Because some theories offer expla- 
nations based upon assumed facts, 
which are not facts but falsities, so 
that these theories are untenable and 
unsound, therefore, in the eyes of 
some “practical” men, any appraiser 
whom they consider to be “theoret- 
ical” is held up to approbrium and 
his opinions are declared to be un- 
trustworthy. This is very unfair; it 
is like saying that because some “prac- 
tical” real estate men do not under- 
stand the procedure in foreclosing a 
trust deed, therefore all “practical” 
real estate men are dumb; or because 
one ocean liner sinks, all ocean liners 
are unsafe. 
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Sometimes facts are assumed, and 
a theory, based on these assumptions, 
is applied in specific instances. If it 
is found that the theory is unwork- 
able, then it becomes known as an 
untenable theory and the basic as- 
sumptions are proved to be false. All 
so-called ‘practical’ appraisers are 
applying theories continually —that 
is, their methods are based upon cer- 
tain assumed facts from which they 
evolve general principles. For in- 
stance, a very common assumption by 
“practical” appraisers is that the net 
earnings of apartment properties are 
constant in quantity, and their theory 
of valuation is to capitalize present 
net earnings in perpetuity. You see, 
whenever they capitalize the earn- 
ings, they apply a_ theory behind 
which are certain facts or assumed 
facts, although they do not recognize 
that they are applying theory, nor do 
they recognize the existence of cer- 
tain hidden assumptions which they, 
in reality, are making. The “theo- 
retical” appraiser will tell you that 
the earnings will fluctuate and will 
trend downwards asthe building ages, 
and that therefore it is erroneous to 
value the property by capitalizing 
present net earnings in perpetuity. 
Which viewpoint do you believe is 
practical and correct? Is not the 
“practical’”’ appraiser in this instance, 
really the impractical theorist, and 
the “theoretical”? appraiser the prac- 
tical appraiser? The latter applies 
principles of valuation based upon the 
facts of experience and practice; the 
former misinterprets the facts, substi- 
tuting for them certain assumptions 
which he believes are provable by ac- 
tual experience but which, in truth, 
are erroneous assumptions, so that 
the principles of valuation based up- 
on them are also erroneous. 


Every opinion of value results from 
the application of some theory of val- 
uation based either upon certain facts 
or upon certain stated or hidden as- 
sumed facts which may or may not be 


true, or upon both such facts and as- 
sumptions. The danger in so-called 
“practical” appraising (that is, ap- 
praising based solely upon empirical 
knowledge and without a background 
of understanding of scientific princi- 
ples and procedure) is that the ap- 
praiser makes certain assumptions 
without knowing it; and being ignor- 
ant of these hidden assumptions, he is 
not aware of the necessity of weigh- 
ing them to see if they are true or 
false, in accord with reason and ex- 
perience or contrary thereto; there- 
fore he may be putting reliance on un- 
tenable theories, mistaken principles, 
incorrect assumptions of fact, and 
cannot avoid the consequent errors 
which will creep into his conclusions. 


Examples 
For example, here are some cases 
of hidden assumptions, mostly erron- 
eous, but which, nevertheless, are the 
basis for the opinions of many so- 


called “practical’’ but unscientific ap- 
praisers : 


1. A summation valuation assumes that cost 
and value are equal. 


A straight-line depreciation of the im- 
provements constituting an income-pro- 
ducing property assumes that the earnings 
of the building will decline in the same 
manner and proportion. 


A direct capitalization of the earnings of 
a property assumes: 


(a) that the earnings will not fluctuate in 
the future; 


(b) that the earnings will continue per- 
petually; 


(c) that the improvements will last for- 
ever. 


A straight or direct capitalization of the 
earnings of land at a particular time as- 
sumes that the land value will remain 
constant. 


To say that one parcel of property is 
worth a certain amount because another 
parcel sold for that amount assumes: 


(a) that the two sites are equally desir- 
able and possess equal utility; 


(b) that they are identical in their indi- 
vidual characteristics; 
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that the same influences environ them 
and affect them equally in all re- 
spects; 
that sales price determines value; 
that the particular sales price was 
equivalent to the value of property 
sold; 

(f) that no change in value has taken 
place since the sale was made. 


To fix the earning capacity of a structure 

on the basis of existing rentals and ten- 

ancies therein, assumes: 

(a) that the rentals are fair; 

(b) that the rentals will continue with- 
out quantitative change. 


To fix the relative values of two lots by 
means of a depth table assumes that the 
depth factors used express the relation- 
ship between the values of these particu- 
lar lots. 


To capitalize the earnings of all land at 
6% and buildings at 8%, or any other 
single rates, assumes that there is no dif- 
ference in the risks and hazards of own- 
ership of various properties. 


To determine the net earnings of proper- 
ty without making allowance for vacancy 
losses, repairs, recovery of capital invest- 
ed in improvements, and management 
costs, assumes: 

(a) that the property will always be 

100% rented; 
(b) 


(c) 
(d) 


pairs; 

that the buildings will last forever; 
that management services can be ob- 
tained free. 


The list might be almost indefinite- 
ly expanded; but the above will suf- 
fice to indicate that the so-called 
“practical” appraiser, working with- 
out scientific knowledge, may be very 
impractical and highly theoretical in 
the sense that he relies upon unten- 
able theories, and assumes certain 
falsities to be facts. 


Two Cases 


Two experiences will bring home 
to you the points made. The value of 
a certain apartment building was a 
subject of litigation. An exceptionally 
well-known “practical” appraiser of 
very wide and long experience, one 
who scoffs at such nonsense as “the- 
ory”, testified that: 


that the buildings will never need re- — 


The value of an apartment house should 
be based upon the actual rentals being 
paid at a specific date, the date of ap- 
praisal; 


It would make no difference in his opin- 
ion of value whether the rents had been 
higher or lower prior to the date of ap- 
praisal or subsequent to the date of ap- 
praisal; 


It makes no difference whether tenants 
have leases or not; 


Management had nothing to do with the 
amount of rentals obtainable because 
apartments speak for themselves and 
therefore the quality of management can- 
not affect the income. 


Another very experienced ‘“prac- 
tical” appraiser with no scientific 
training testified that: 


1. The only proper basis for valuing an 
apartment property was by estimating re- 
production cost of land and building; 


That earning capacity was not a guide to 
value; 


That buyers purchased on a basis of re- 
placement cost rather than earnings but 
that builders would be influenced by rents 
obtainable in deciding whether to build 
or not. 


Another appraiser testified that the 
value of the land improved with the 
existing building was $250 but that if 
the site were vacant it would be worth 
$12,000. This testimony, I believe, re- 
sulted from the use of an untenable 
theory. 


The other appraisers, whom the 
“practical” men would undoubtedly 
classify as ‘“‘theoretical’’, testified that 
elements proper to be considered 
were: (1) replacement cost; (2) rent- 
al value, present and future; (3) ex- 
isting scale of rentals; (4) existence 
or absence of leases; (5) terms of 
leases; (6) capitalized value; (7) 
comparative value; (8) recent sales, 
asking prices, restrictions, expected 
future changes in price levels, etc., 
etc. 


QUESTION: In the above case were 
the “practical” appraisers practical 
or impractically theoretical? Were 





THEORETICAL VERSUS PRACTICAL APPRAISING 


203 





the “theoretical” appraisers practical 
or impractical? 


Another Case 


In another case a self-denominated 
“scientific” appraiser testified how he 
applied scientific principles in valuing 
40 feet of side-street frontage in the 
middle of a corner lot 200 feet deep: 


. He valued the lot as a whole; 


. By means of Somers Depth Table (de- 
signed for use only on inside lots, though 
he didn’t know it) he calculated the value 
of each foot of depth of the lot; 


. He determined the value of the 40 feet by 
adding the values found for these partic- 
ular 40 feet in step No. 2, result—$3,900. 

Other appraisers with a grasp of tru- 
ly scientific principles, testified how 
they estimated the value of the 40 
feet by considering its potential earn- 
ing capacity if properly improved; re- 
sult—$6,000. The Court awarded $6,- 
000 as the value of the 40 feet. The 
first appraiser mentioned was the 
“theoretical” type who merit the criti- 
cism of the “practical” appraisers; 
such theorists, however, would be bet- 
ter designated as “conjectural” ap- 
praisers. 


The view-points of practical men, 
trained or untrained by study of sci- 
entific principles, are not to be re- 
garded as worthless or necessarily un- 
reliable; indeed, experience is an ab- 
solute essential to the rounding out of 
one’s judgment. At the same time, 
theory cannot be excluded or omitted 
in enlightened appraisal procedure. 
Conclusions drawn solely from em- 
pirical knowledge may be unreliable 


because things are not what they 
seem: hence, the study and analysis 
of experience, leading to the formula- 
tion of theories whereby general prin- 
ciples can be discovered, stated, pro- 
mulgated, and applied, is an essential 
supplement to empirical knowledge. 
We might liken the so-called “prac- 
tical” appraiser to an automobile me- 
chanic whose equipment consists of a 
hammer and a pair of pliers; with 
these tools he can do certain things 
satisfactorily; and the so-called “the- 
oretical” appraiser (in the best sense 
of the term) might be likened to the 
mechanic whose tool kit includes all 
the special tools necessary in doing 
any mechanical work that is ever go- 
ing to be required in his vocation. 


Let us give credit wherever it is 
merited. Let us be willing to go for- 
ward regardless of whether the lead- 
er be dubbed “practical” or “theoret- 
ical”; but let us not follow leaders ad- 
vocating untenable theories, whether 
these leaders be designated by the one 
term or the other. Let us recognize the 
worth and necessity of experience; 
but let experience go hand in hand 
with theory—sound theory—and be- 
come purged of the contamination of 
erroneous assumption. Let us welcome 
theoretical studies for they are made 
for the purpose of discovering, inter- 
preting, explaining the true facts, and 
formulating general principles to 
guide us in learning the truth about 
the factors which create or destroy 
real estate values. Let us take the 
versus out of practical versus theo- 
retical appraising and make it practi- 
cal theoretical appraising. 


oe ¢ ¢ 








The Appraiser’s Duties Today As To Value 


By FRANCIS K. STEVENS 


address in three sentences. Be hon- 

est. Use common sense. Do not for- 
get the basic economic law of supply 
and demand. 


| CAN probably sum up my whole 


In regard to honesty, I believe most 
so-called dishonesty in appraising has 
been committed by appraisers because 
they do not use the English language 
according to the dictionary and do not 
weigh their statements. 


Take the word “value”, which ap- 
praisers use all the time. It is a word 
expressing a general term and should 
always be used with an adjective to 
define its meaning. Appraisers use it 
generally as meaning “fair market 
value”, which is the price at which a 
seller, ready but not forced, will sell, 
and at which a purchaser, ready but 
not forced, will purchase. But there is 
book value, reproduction value, cost 
less depreciation value, selling value, 
buying value, and as many other val- 
ues as there are adjectives. Therefore, 
we appraisers, when we mean any oth- 
er value than fair market value should 
be very careful to use the adjective 
before it. I have seen the word “‘value”’ 
used in appraisals of industrial plants 
with no explanation at all as to wheth- 
er it meant book value, reproduction 
value, cost less depreciation value, or 
present day cost less depreciation, and 
thousands of dollars of securities I be- 
lieve have been sold on the words “‘the 
property and plant has been appraised 
by so and so at so many dollars’’. Now 
we all know that there is a vast differ- 
ence between what a going concern 
could obtain for its property and spe- 
cial machinery if sold to a willing buy- 
er and what it could obtain for its 
property if sold at foreclosure, or for a 
purpose other than that for which it 
was built. In the latter case, much of 


the value of the machinery would have 
to be scrapped. There is no dishonesty 
in appraising property atits going con- 


_cern value, or on the basis of cost less 


depreciation, or reproduction value 
less depreciation, or any other meth- 
od, provided the appraiser clearly 
states the basis on which he makes his 
appraisal. 


Common Sense 


Now let us take up the question of 
using your common sense and apply- 
ing it to: the fair market values of to- 
day. In both extremes of a market the 
transactions recorded do not, in my 
opinion, represent the fair market val- 
ue of the property sold, for in both ex- 
tremes the parties are coerced by cir- 
cumstances and are not free agents. In 
the so-called bull extremes of a market 
the purchasers are so anxious to buy 
that they remind me of a crowd trying 
to get on a subway train in rush hours, 
afraid that the doors will close and the 
train start and leave them. They ask 
the broker to purchase a piece of prop- 
erty for them. If the owner does not 
want to sell, they try to persuade him 
by raising their bids, and the owner 
realizing that values are going up is 
afraid to sell unless he gets what he 
considers is an exorbitant price. There- 
fore, you have an unwilling seller and 
a too willing purchaser; and vice versa 
in the bear extreme, the purchaser is 
reluctant to buy and the seller so anx- 
ious to sell that he gives his wares 
away. 


Today we are looking back, I be- 
lieve, not on the end of a bear ex- 
treme, but on the debris of a panic. 
Fear, probably the strongest animal 
force in the world, has been loose and 


Mr. Stevens delivered this address before the Insti- 
tute at the New Willard Hotel in Washington, D. C., 
on Friday, January 27, 1933.—Ed. 
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untrammeled. People became unrea- 
soning in their panic, threw everything 
to the winds, and ran for safety which 
they thought consisted in exchanging 
their commodities for gold and hoard- 
ing it. It is not unlike what happens to 
a routed army in battle, where the sol- 
diers throw down their arms and flee, 
not realizing that when they have 
come to their senses and are ready to 
return to the battle they will need the 
very arms they have cast away. 
There being no fair market value in 
times like these, those of us in respon- 
sible positions, and I want to impress 
upon all appraisers that they are now 
in a more responsible position than 
they have ever been before, must take 
our responsibilities fearlessly and con- 
scientiously and create a fair market 
value where none exists. Here is 


where our common sense comes in. We 
appraisers should not count the dis- 
tress sales and foreclosures, or what 
some “harpie”’ (ready to gain from 


somebody’s distress) will pay for a 
piece of property, as criteria of fair 
market value. These criteria are the 
corpses killed by fear. We must look 
to the living ones, those properties that 
have weathered the storm, for our 
guidance as to values. That there may 
be no dishonesty in such an appraisal 
an adjective should be used to de- 
scribe that value. In my appraisals, I 
have chosen the word “reasonable”, 
and I define that reasonable value as 
being the price below which I would 
not advise a client to sell his property 
if he was able to hold it and not forced 
to sell, and the price at which I could 
conscientiously advise a purchaser 
who wanted the property and could 
use it, to acquire it. 
No Ready Market Today 

Today we know that there is no 
ready market for any commodity. 
Take the stock market or the bond 
market. Prices are quoted daily, but 
certainly if we are unfortunate enough 
to own any of these securities we 
would not sell them at these: figures 


unless forced to. If we have any belief 
in this country and its institutions, we 
know the prices paid today are far be- 
low the intrinsic and reasonable value. 

Human nature, in my mind, is like 
“Alice Through the Looking Glass’’, 
for in a bull market and with inflated 
values people insist on buying com- 
modities on the basis of two or three 
per cent return, and in a bear market 
will not touch the same commodities, 
although the return may be 10 or 20 
per cent. In my mind, that is just the 
reverse of what it should be. 


Average Returns 


I expect my investments to average 
me over a period of years a certain per 
cent. In normal-times the yield is that 
per cent. In inflated bull times the re- 
turn would be considerably higher and 
in a subnormal market the yield would 
be less than normal. For example, if a 
property in normal times with a nor- 
mal rental should yield $7,000 net, in 
1929 it probably was yielding $10,000 
net, and today $4,000 net. Therefore, 
I think we appraisers, after satisfying 
ourselves that the rentals of a piece of 
property have come down to their sub- 
normal basis and that for the next 
year or so the property is reasonably 
sure of returning that amount, should 
capitalize that net return at, we will 
say, 4% rather than 10%. That would 
give a criterion of reasonable value. 
Now when I say per cent I am talk- 
ing of the usual percentages in New 
York City, and you appraisers must 
not use my percentage as a rule for the 
country. If the normal percentage is 8 
or 10% in your locality, then use that 
percentage rather than my 7%. I am 
only illustrating not laying down rules, 
and your common sense must be your 
guide. 

The appraisers should bear in mind 
that return, always a strong factor in 
fixing the final value of a piece of real 
estate, is the most potent one now. A 
great majority of appraisers and offi- 
cers of loaning institutions are influ- 
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enced unconsciously perhaps, by the 
fact that the owner paid so much for 
the land and the building cost so much, 
and therefore, its value must be the 
sum of these two. When asked what is 
the net return of the property, very 
often they say they do not know or 
have not considered it. Bad financing 
and the disregard of income is at the 
bottom of most of the real estate diffi- 
culties today. How can a piece of prop- 
erty earning a net return of 3% weath- 
er the storm when it is mortgaged at 
two-thirds or more of its value, and 
has to pay 5 or 6 per cent interest on 
the mortgage. 


Non-Income Properties 


What I have said up to now has pri- 
marily to do with city and income pro- 
ducing properties, and you may very 
well say that return does not apply to 
the thousands of homes occupied by 
the owners. Such properties, to be sure, 
must be appraised bearing in mind 
their duplication cost, but the ability 
of the owner to pay the taxes, interest, 
and amortization in normal times at 
normal salaries, is a very potent fac- 
tor and that latter takes the place of 
income. The production of a farm can 
be measured and that gives it a value. 
The personality of the owner is, in my 
mind, also a dominant factor. More 
care should be taken in appraising 
properties than ever before and all 
factors should be considered. 


It must be remembered that vacant 
property eats up its value in loss of in- 
terest and taxes very rapidly. But we 
want to bear in mind that it is not nor- 
mal that wheat should remain at 45c 
or 50c per bushel and hogs at $2.75 
per hundred weight and the other sta- 
ples of life in like proportion. The 
earning power of the general public 
is not as great in dollars as it was in 
1928 and 1929 but it is worth more 
than the present condition of unem- 
ployment indicates by a very consider- 
able amount. 


Another thing that an appraiser 
must bear in mind is that although to- 
day real estate taxes are in many com- 
munities confiscatory, the public is 
aroused and demanding that our pub- 
lic authorities, Federal, State, County, 
and Municipal, must stop spending the 
public’s money and that eventually 
real estate will be relieved of some of 
the burden it is carrying now. Also 
that occupancy is at its minimum. 
Families are doubling up and in-laws 
living with in-laws to save expenses. 
Now as much as we love our family 
and our in-laws it is human nature not 
to live with them if we can live separ- 
ately, and as soon as people get em- 
ployment and begin earning again the 
terrible pressure of contraction will be 
relieved and almost instantly from be- 
ing way overbuilt at the present time, 
the demand will catch up with the sup- 
ply and a large part of the vacancy 
that is existing today will be wiped 
out. 

In General 

Therefore, it is up to us appraisers 
to establish from our experience, our 
knowledge, and our common sense, 
what should be the reasonable normal 
level, and base our valuations on that 
condition, disregard today’s sub-nor- 
mal conditions and remember that 
values in this country have never gone 
backwards permanently. They have 
had set-backs but each succeeding 
wave has been higher than the pre- 
ceding one. The normal value line is 
not at the top nor at the bottom, but 
through the middle. Before you turn 
out an appraisal, mentally put your- 
self in the position of owning that 
property with reasonable resources to 
hold it, and say to yourself, ‘““Would I 
sell that property for the figure I am 
putting on it, if I were not forced to do 
so?” Now that does not give the ap- 
praiser license to go unreasonably 
high, but it should deter him from go- 
ing unreasonably low. That is, in my 
opinion, the duty we appraisers owe 
the public today. 


eo ¢ ¢ 





The Real Estate Cycle In San Diego, California 
1900 to 1932 


By JOHN G. CLARK 


HILE in normal times it is al- 
WV ways interesting to study the 
history of business conditions, 
and to trace the swing of the business 
pendulum and its effects; in abnormal 
times, such as at present prevail, it is 
essential that we study the history of 
business in order that we may be the 
better able to form an opinion of what 
the future has in store for us. It is with 
this in mind, that the writer presents 
a short study of business conditions in 
San Diego, — 1900 to date, as applied 
to, and as affecting the real estate 
business and real estate investments. 


It has been found that there are two 
groups of statistics which give the 
most accurate information and picture 
of the growth of the city. These are 
the records of the enrollment of chil- 
dren in the Day Schools and the Build- 
ing Permits. 


It was found that the ratio of popu- 
lation to the number of children en- 
rolled in the Day Schools varies but a 
very small percentage from decade to 
decade, and that by using the figures 
of the number of children enrolled in 
the Day Schools, we can estimate the 
population of the city within a per- 
centage of error believed to be less 
than one percent. 


It is well-known that building activ- 
ity and real estate activity are very 
closely allied;-the record of Building 
Permits gives a much truer picture of 
real estate activity than even the rec- 
ord of deeds recorded at the Court 
House, or of lots platted for subdivi- 
sion. 


The accompanying chart gives the 
record of Building Permits in San Die- 
go from 1900 to 1932, and also gives 


a line of population growth in San 
Diego from 1900 to date. The figures 
for the population as above stated, are 
based upon the enrollment of the Day 
Schools of the San Diego City School 
District, which includes the Kensing- 
ton, Talmadge area, where there are 
now approximately 1,100 homes, and 
which the census of 1930 gave a pop- 
ulation of 2,735 people. 


Two Cycles Since 1904 


This chart shows that since 1904 
there have been four major swings in 
San Diego, or two complete Real Es- 
tate cycles. The first cycle covered the 
period from 1906 to 1919, during 
which we had a rising market from 
1906 to 1912 inclusive, or seven years. 
This market topped out about March 
1st, 1913, and hit bottom about the 
summer of 1919. The second cycle 
then began and ran until the Summer 
of 1926 when it topped out, since 
which time we have been in a period 
of lessened activity and falling prices. 
These two cycles have been broken 
up into different phases, which have 
been named according to the action 
taking place during these different 
phases. The period from 1906 to 1909 
inclusive, is described as a period of 
accumulation. From 1910 to 1912 was 
a period of much faster growth, dur- 
ing which time real estate prices ad- 
vanced very rapidly. We call this pe- 
riod a bull market in real estate. With 
the topping out of the market in 
March, 1913, activity in real estate 
slowed down materially, — prices be- 
gan to drop rapidly, and liquidation 
set in. This period of liquidation con- 
tinued, I think, to about 1917-1918, 
when prices of all classes of property 
seemed to hit bottom, and remained 
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more or less stationary. This period of 
liquidation was marked by a severe 
drop in prices during the first six or 
eight months of 1913, the drop in 
many speculative classes of property, 
that is the unimproved properties, be- 
ing as much as thirty percent in six 
months. From this point on, the drop 
in prices became less precipitate, so 
that during the last two or three years 
of the period of liquidation, the drop 
in prices was slight, although the mar- 
ket was very inactive. The turn in 
prices of real estate did not come un- 
til the latter part of 1919, and while 
some liquidation, or shall we call it 
foreclosure activity, continued even in 
1918-1919, nevertheless we believe 
that it would be more correct to state 
that accumulation of improved resi- 
dence properties and of business prop- 
erties began as early as 1917, so that 
we find there was an overlapping here 
of the beginning of the Accumulation 
period, with the end of the Liquidation 
period. 


The Up-Swing in 1920 


This Accumulation period in the im- 
proved residential market which be- 
gan about 1917, terminated abruptly 
in the Summer of 1920, when an ex- 
traordinary influx of settlers from the 
middlewest created such a demand for 
homes all over Southern California, 
that we believe it may be accurately 
stated, that within a period of three 
months the market price of the great 
majority of the medium-priced homes, 
doubled. At this period it was not un- 
common for a house to be sold three 
and four times during a thirty-day pe- 
riod of escrow, each time at an ad- 
vancing price. This condition was due 
to, and was warranted by the extraor- 
dinary low price level, at which houses 
had been selling up until the Summer 
of 1920. It was at this time that we 
had the extraordinary spectacle of 
homes being sold for about 55 percent 
of what they cost when erected a few 
years before, — and this in spite of the 


fact that the cost of construction in 
the Summer of 1920 was the highest 
ever reached in the history of the Unit- 
ed States, —the price level of build- 
ing construction at that time being 260 
percent of the 1913 level. By this we 
mean that a house that along in 1913 
would have cost $1,000.00 to erect, 
would if erected in 1920 have cost 
$2,600.00 to erect. 


In view of this difference in build- 
ing costs, it is plain therefore that the 
extraordinary activity witnessed in 
the buying and selling of homes in 
1920 was warranted, and that the 
prices for which homes sold during 
this period were also warranted. 


The activity in business properties 
did not begin until about 1922, or 
about two years after the first burst of 
activity in residential property, and it 
is interesting to note at this time that 
the years 1920-1921, which were years 
of severe financial depression in the 
country as a whole, were not years of 
depression in real estate in San Diego, 
but marked the beginning of a pro- 
longed period of growth with its non- 
commitant real estate and building 
activity. When it was found along in 
1921 that the increase in population 
had been sufficient to absorb all the 
vacant houses, flats, and apartments 
in the city, and create a real shortage 
in housing facilities, construction ac- 
tivity began, slowly at first, but with 
an ever-increasing momentum. This 
construction activity naturally creat- 
ed a demand for building sites, and 
the distressed building lots began to 
disappear from the market. It was at 
this point of 1921 that the lowest level 
of prices for vacant lots was seen. In 
a short time however the market was 
swept clean of distressed lots, and the 
builders were then faced with the ne- 
cessity of paying increasing prices for 
lots, which they promptly began to do, 
as they found that they had a ready 
market for homes that they might 
erect on these lots. This period marked 
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the beginning of the period that we 
designated as the bull market. There 
is of course a period of overlapping of 
the Accumulation Period into the so- 
called Bull Market period, for during 
this period of the bull market, people 
were constantly purchasing property 
either to keep for long time invest- 
ment, for use as homes, or for specula- 
tion. 


Subdivision Activities 


This next phase of the bull market 
period witnessed the beginning of sub- 
division activities in the city. This be- 
gan in 1923, but got under good head- 
way in 1925. Contrary to public opin- 
ion this period of subdivision activity 
was not prolonged, and with but three 
or four exceptions, was not excessive. 
It is interesting to note that during 
this period from 1920 to 1930, when 
the city of San Diego increased in pop- 
ulation almost 75,000 people, that the 
number of lots subdivided and put on 
the market in the so-called Metropol- 
itan area, which includes subdivisions 
as far out as Rolando and Valencia 
Park, totalled only 13,151 building 
sites, and during this period over 22,- 
500 building sites were absorbed in 
the erection of new homes, flats, apart- 
ments, etc. In other words, during this 
ten-year period many thousands of 
lots that were subdivided during the 
1910 to 1912 market, were finally put 
to use as home sites. 


Sub-Centers 


During this period we also wit- 
nessed the growth of several suburban 
sub-centers, such as the 30th and Uni- 
versity Avenue district, East San Die- 
go district, Carteri Center, Goldfinch 
and Washington, and several others; 
and the latter part of this period wit- 
nessed the beginning of development 
of business on El Cajon Boulevard. 
The surge upward of prices for lots on 
University Avenue, El Cajon Boule- 
vard, Adams Avenue, and other 


through thoroughfares, was about one 
of the last phases of the bull market. 
In the down town business district, ac- 
tivity in building was not marked un- 
til about 1925-1926, and the erection 
of large buildings in the down town 
area marked the last phase of the 
building activity. 


It is interesting to note that during 
this entire period of the bull market 
very few hotels or apartment houses 
were erected in San Diego. This unus- 
ual condition was due to the fact that 
the city was considerably over-built in 
anticipation of the Fair in 1915, and 
it had a generous supply of hotel 
rooms and apartments. However the 
principal controlling factor, was the 
high building costs prevailing at this 
time, which made it, in fact almost im- 
possible for any one to erect a hotel 
during the period, and compete with 
the hotels erected at pre-war costs. 


The reader’s attention is now direct- 
ed to the accompanying table, which 
classifies the different phases of the 
cycles, and shows the percentages of 
increases and decreases in values dur- 
ing these cycles: 


During the first major upward swing 1904- 
1912, it was found that values increased about 
in the following percentages: 
Residential Lots, Cheap Dis- 

tricts 
Residential Lots, High Class 

Districts 300%- 500% 
Improved Business Properties.. 200%- 300% 
Unimproved Semi-Business 

Properties 1000% 
Sub-Centers 1000%-up 

During the Liquidation period 1913-1919 
the average shrinkages were about as follows: 
Residence 40%-45% 


500%-1000% 


Improved Business‘Central 

Unimproved Semi-Business Central..40%-65% 

Improved Sub-Centers -50% 

Unimproved Business Sub-Centers..40%-50% 
During the rising market 1920-1926, we 

find the average increases were about as fol- 

lows: 

Residences 

Residence Lots—Mission Hills, 
high class 


100%- 250% 


100%- 250% 
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Residence Lots—North Park, 
medium high class 
Residence Lots—Normal Heights, 
cheap class 1200%-1800% 
Improved Business Property— 
100%- 400% 
Improved Business Property— 
Sub-Center 
Unimproved Semi-Business— 
Central 
Unimproved Sub-Centers 


250%- 500% 


100%- 500% 
1000%-up 


Since 1926 


We now come to the period from 
1926 to date: This period of declining 
activity and prices was not marked by 
a sudden and severe slump in prices 
that witnessed the beginning of the 
bear market in 1913. Activity sub- 
sided rather gradually, and was in 
fact marked by a declining activity in 
some sections, while other sections 
were having quite an active market. 
This was to some extent due to the 
plethora of mortgage money available 
at this time. The activity continued in 
the Kensington-Talmadge area, and 
in parts of Point Loma and possibly 
other districts, after the activity in 
many other sections had subsided con- 
siderably. The drop in prices contin- 
ued to be rather slight throughout the 
years 1927-28 and 29, but began to be 
severe in 1930-31 and 32, until at the 
present time, in many cases; improved 
and unimproved properties are selling 
at ridiculously low figures. In fact, in 
many cases, home sites, apartment 
house sites, and even business proper- 
ties are selling for less than the same 
properties were worth in 1911, in spite 
of the fact that during this period the 


population of this city has increased 
from 40,000 people, until at the pres- 
ent time our population including the 
Kensington-Talmadge area, approxi- 
mates 162,000. 


The time element in these cycles 
were as follows: 
1906-1912 rising 7 years 
1913-1919 falling 7 years 
1920-1926 rising 7 years 
1926-1932 falling 7 years 


During this entire period of the 
bear market, we have had a constant 
diminution of activity in the building 
of homes, and the complete cessation 
of subdivision activity. However dur- 
ing this period the population of the 
city has constantly increased from 
year to year, with the result that each 
year there has been a constant absorp- 
tion of the excess supply of homes, 
until today, it is believed that if we 
did not have families doubling up, that 
is two and three families living in one 
home or one flat, we would have in 
San Diego today a real shortage of 
housing facilities. In fact, a shortage 
of desirable homes is even now being 
reported. 


Thus we realize that the ground 
work is already laid for the next 
swing upward, which will mark the 
first leg of the next cycle in San Diego 
real estate activity. When this will 
start, depends upon how soon nation- 
al business conditions come back to 
normal. There is one thing of which 
we can be certain: for the thrifty, 
careful buyer, we have undoubtedly 
entered another period of accumula- 
tion. 


e¢ ¢ ¢ 





Management 


By NATHAN LisorTt, M.A.I. 


ingly rare; but, when found, is 

precious indeed. The line of de- 
marcation between genius and mad- 
ness is hard to define; and the line 
between successful management and 
failure is no less finely drawn. 


If you expect to find here a definite 
percentage chart showing various val- 
ues of management you will be disap- 
pointed. I know of no table nor of no 
chart that has been or can be worked 
out which gives any help in that di- 
rection. 


Management is a human equation, 
—and as such must be weighed by 
the appraiser in arriving at his final 
analysis of value. 


There is no substitute for judgment, 
there is no substitute for knowledge, 
there is no substitute for experience. 
In order that you may give manage- 
ment its true ratio, you, as an apprais- 
er, must combine knowledge, experi- 
ence, and judgment. All we can hope 
to do today is to try to gain knowledge 
through experience, as outlined in 
specific examples. 


The value of management in any 
enterprise — be it rolling mills, auto- 
mobile factories, tanneries, hotels, 
apartment houses, or what not, is di- 
rectly reflected in the net return. Man- 
agement is responsible for increased 
net return in the following ways: 


GS insty 8 management is exceed- 


1. Through decreased cost of op- 
eration, the income remaining 
stationary. 


. Increased income and _ de- 
creased cost of operation. 


. Increase in operation cost, but 
a larger increase in income, in 
which case the added expen- 
diture is both justifiable and 
advisable. 


Let us first look into the subject of 
apartment houses. How and to what 
extent are they affected by manage- 
ment? 


A furnished apartment house is 
built for the sole purpose of produc- 
ing a revenue from renting furnished 
apartments. It’s that kind of an ani- 
mal. If we try to divide it, we have a 
business and we have real estate, 
where actually we should have—a 
furnished apartment. 


Is it not a fact that most apartment 
houses are owner-operated? And if 
this be a fact, and if we are able cor- 
rectly to analyze the costs of opera- 
tion, and the cost and value of man- 
agement, is not the resulting sum the 
earning capacity of the property? 


The trouble has been that the own- 
er figured only the money he actually 
spent, and nothing for his labor (eith- 
er mental or physical), and nothing 
for the risk involved. 


Another source of trouble has been 
that in boom times so-called apprais- 
ers took the revenue for granted in 
perpetuity. In times of depression 
they take the lowest possible income, 
the highest vacancy factor, the larg- 
est depreciation,—and then an add- 
ed percentage for good luck in order 
to be safe. 


A doctor in examining a patient 
listens to his heart, his lungs, takes his 
blood pressure, etc., and if there are 
no aches or pains, and if the result of 
his examination brings forth no defi- 
nite signs of trouble, says, — ‘‘You are 
fit as a fiddle. Come back next year 
and I’ll take another look at you.” If, 
however, his trained ear hears a mur- 
mur of the heart, or a rattle in the 
lungs, he says,—‘‘Wait a minute — 
there undoubtedly is something 
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wrong. We had better have a fleuro- 
scope and an X-ray, and quantitative 
and qualitative analysis, so that we 
may find what (if anything) is 
wrong.” 

I believe that in analyzing the val- 
ue of an apartment we, too, should 
follow the same process. If everything 
on a thorough examination looks all 
right, then we can base a logical opin- 
ion on our findings, but if something is 
off —then it is up to us to find out the 
what and the why. 


Typical Cases 

Have you had this experience? You 
enter the lobby of an apartment house 
at 10 A. M. The property represents 
an investment of upwards of three 
hundred thousands of dollars, and has 
apartments renting for three hundred 
and fifty dollars per month. You ring 
the manager’s bell; and a middle- 
aged man, dressed poorly as well as 
making no pretense of cleanliness, an- 
swers. You are told that the manager 
is out shopping and will be back in a 
few minutes, and are invited into the 
apartment to wait. The apartment is 
furnished not in keeping with the lob- 
by, but as befits the home of a twen- 
ty-five dollar per week workingman. 
After a half hour wait the manager 
finally arrives. She is carrying a large 
shopping bag filled with vegetables 
and groceries; and, astounding as it 
may sound, is wearing a chiffon din- 
ner dress and high heeled slippers 
with rhinestone buckles. 

Perhaps you have met the manager 
who believes that she must sell: the 
prospective tenants, and that sales- 
manship consists of a continuous vol- 
ume of sound. Or, perhaps you have 
met the manager who drags you to a 
closet window because it has a view, 
and the only view, of the hills or of 
Catalina. Or who shows you an apart- 
ment that has not been dusted, where 
the faucets are leaking, and garbage 
cans are out in the hall at noon. Or 
the one, who seems to have twice as 
many maids as are necessary; or the 


one who trys so hard to know every- 
body’s business. There are many, 
many types. When the appraiser 
meets them,—they are immediately 
a warning to him that his problem 
must be studied thoroughly. 


In the first case mentioned here the 
manager received an apartment and 
a percentage for all apartments that 
she rented. A thorough analysis later 
convinced the owner that he could 
better afford to hire a manager at a 
good salary. The new manager was a 
woman of culture and refinement. She 
was smartly dressed and made the 
prospective tenant feel that he was 
being welcomed to the atmosphere of 
a fine home. Is it any wonder that the 
net return was increased by one thou- 
sand dollars per month? 


In appraising a certain apartment 
building, you find that the rents are 
below that received for similar prop- 
erties in the neighborhood. You ask 
yourself why, and are unable to find a 
satisfactory answer. The management 
is capable, the tenants are satisfied, 
the service is good. And you may find, 
—as I did, —that an apartment rent- 
ing for seventy-five dollars per month 
was on the books at fifty dollars. The 
difference in income represented a 
loss of two hundred dollars per 
month. Since that time, I always find 
out whether or not the manager is un- 
der bond? If not, I contact a certain 
number of tenants and verify the ac- 
tual rents. 


Here is another actual case: Again 
a high grade building, a beautiful set- 
ting, and a reputation for being a 
smart place in which to live. Flawless 
service and outrageous prices. The 
manager is exceedingly capable, but 
unfortunately dies. The new manager 
has a rental loss by vacancy of 25% of 
the gross within six months. A change 
of management, and the vacancy fac- 
tor within sixty days is back to where 
it was under the original manage- 
ment. 
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None of these cases, mind you, are 
figments of my imagination. Each one 
is an actual experience. What, I ask 
you, is the value of management? 


Office Buildings 


Office buildings usually represent 
large investments; and, therefore, we 
might presume, have reasonably cap- 
able management. But what a differ- 
ence there may be! 

A class “A” steel and frame build- 
ing, well-located, finds after nine 
months of operation that it is 80% 
rented, and yet has piled up a deficit 
of $140,000.00. Part of this, or ap- 
proximately $60,000.00, represents 
capital investment. A change of man- 
agement, and within three years the 
deficit is wiped out and the building is 
on a paying basis. 

Another similar building: In this 
case the owner believed that offices 
rent themselves, and that anybody 
could handle janitors, elevator oper- 
ators, buy supplies, etc. He therefore, 
placed an inexperienced, poor rela- 
tion in charge. Six months of this type 
of management produced a net loss of 
$75,000.00. A change of management 
was then made; and, after four years 
of operation, the building was on a 
paying basis, with the original loss 
wiped out. 

Here is another case: A building 
containing about 90,000 square feet 
was after eight months 4% leased on 
a basis of $1.00 per foot. An experi- 
enced management organization then 
took the building over, decided to 
change the type of occupancy, and 
created a combination showroom and 
warehouse for manufacturers’ repre- 
sentatives. The estimated return was 
$1.75 per square foot. Forty-three per 
cent of the space was leased within 
thirty days. When the building was 
87% leased the actual return was 
$1.69 per square foot. 

One more example, if you will: A 
loft building in the downtown district. 
Owners tried hard to obtain tenancy 


and finally succeeded in leasing 14% 
on a basis of four cents per square 
foot. The building was placed under 
a management organization. The floor 
plan was completely revamped, the 
exterior altered for attractiveness, the 
entrance changed over, and a lobby 
installed. In order to get this lobby it 
was necessary to do away with one 
store 20x150 feet. The manager con- 
ceived the idea of placing lighted dis- 
play cases in the lobby, and rented 
the cases for enough to pay the cost 
of maintenance as well as rental for 
store space. Within 6 months the 
building was 62% leased at the rate of 
seven cents per square foot, as against 
the original 14% at four cents. The 
entire ground floor was leased within 
nine months. What, I ask you, was the 
relation of this type of management 
to the value of this property? 


Business Property 


Business property is usually ac- 
quired on the opinion of the individ- 
ual purchaser, supported by the mass 
opinion of the butcher, the baker, and 
the candlestick maker. The property 
is then left to manage itself. Anybody 
can collect rents, and pay the water 
bills, and put up a “for rent” sign. 
Anybody can draw a new lease. In a 
rising commodity market, values con- 
tinue to go up, and the purchaser 
makes a profit which may or may not 
represent unearned increment. Said 
owner now is an authority on the val- 
ue of real estate, and an expert on the 
subject of management as applied to 
business property. 


Billions of dollars of investment in 
small business blocks all over the 
country are handled in this manner. 
The unusual case is the one in which 
a property is handled by a competent 
organization or individual who has 
the brains and the ability to analyze 
his commodity. New problems in man- 
agement are continually arising and 
are properly handled only in isolated 
cases. 
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The great problem of management 
in business property today, in my 
opinion, is the question of percentage 
leases. 


Theoretically, percentage leases are 
based upon good sense,— justice to 
tenant and landlord,—and are the 
acme of simplicity. Actually, they are 
as complicated as the Einstein Theory 
of Relativity (which I don’t under- 
stand). 


Percentage leases are not new. But 
the fact that today the small individ- 
ual merchant as well as the national 
chain store insists upon this method 
of rent computation, is new. In times 
past, many owners would have been 
vastly benefited to have had percent- 
age leases. In the future, more and 
more leases of this type are going to 
be written. This very fact will bring 
new problems to the appraiser, some 
of which we shall mention here. 


In a flat percentage long-term lease, 


the owner of the property is depend- 
ent on the following: 


1. Financial stability of the lessee. 

2. Business ability of the lessee: 

a. Present management. 

b. Possible changes of management 
through death of executives, sales 
of controlling interest, etc. 

. Honesty and integrity of the Lessee. 

. Economic changes. 

. Competition arising from otHer firms: 

a. Those already in the territory. 

b. Those who may enter the terri- 
tory. 

Each of the above will directly be 
reflected in the income the owner will 
receive, and over none of which will 
he have any control. 


Illustrative Cases 


Let us take a few concrete exam- 
ples: An individual has operated a 
drug store very capably, and on a per- 
centage basis has paid over a period 
of six years an average of seven hun- 
dred dollars per month. He sells out 
to a large chain, and during the bal- 
ance of the lease the rental drops to 
three hundred and fifty dollars per 


month. Investigation discloses that the 
change of management was respon- 
sible for the drop. 

A building in a certain city has been 
rented to a tenant for ten years. At 
the expiration of the lease, the tenant 
goes to the owner with the proposition 
that his concern is putting all of its 
stores on a percentage basis. The ten- 
ant says, “Your rent has been four 
hundred and fifty dollars per month. 
Our business can afford to pay ten per 
cent. Our average sales have been 
over five thousand dollars per month.” 
A new lease is negotiated. The rental 
return drops to an average of one hun- 
dred and fifty dollars per month. In- 
vestigation disclosed that sales made 
by outside salesmen are now deliv- 
ered direct from the warehouse. Nat- 
urally this does not appear on the rec- 
ords of this store. 


This is not an isolated case. I could 
quote any number of cases of sharp 
practice where the owner has suf- 
ered. It is necessary for the owner to 
have some kind of an audit periodical- 
ly, and this is an added expense of op- 
eration. A great many schemes are 
being continually devised to get 
around the payment of the agreed 
percentage. From the standpoint of 
the owner there is no certainty of a 
definite return. 


Two stores are located in a single 
building. Both are leased for ten years 
on a flat percentage basis. Each store 
is capably managed, and, so far as can 
be determined upon investigation is, 
getting a full share of its business in 
the territory. One store is occupied by 
a cut-rate drug chain; the second by a 
ladies’ ready-to-wear. The drug store 
pays a return of three hundred and 
fifty dollars per month; the ladies’ 
ready-to-wear, one hundred and twen- 
ty-five dollars per month. Similar 
stores in the territory are leased on a 
basis of two hundred dollars per 
month. Need I point out further the 
many, many problems which arise in 
the evaluation of this property? Is the 
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one hundred twenty-five dollars a cor- 
rect basis, or is three hundred fifty 
dollars a correct basis? Will the one 
increase, and the other decrease? 

An uptown business center has one 
five and ten cent chain store. The dis- 
trict develops, and another chain en- 
ters the field. Both stores do excep- 
tionally well. Soon there are eight 
chain stores in the same general clas- 
sification. The district is not increas- 
ing in population, and the purchasing 
power of the inhabitants is diminish- 
ing. The gross volume of some of 
these stores is not up to their expec- 
tations. 

A national organization came to an 
owner in this district and said: ‘“‘We 
are the XYZ Corporation; we have 
$20,000,000 worth of assets, and no 
liabilities; we want to rent your prop- 
erty for a term of 25 years. You are 
asking $15,000 per annum as a flat 
rental for the next five years. Our sur- 
vey and past experiences indicate that 
we will do a minimum business of 
$400,000 during the first year, and we 
will pay you five per cent of our gross 
sales. Our business always increases, 
and your income will be equal to 
whatever the property can earn. We 
will guarantee no minimum amount, 
and we will not allow any recapture 
clause.” 

The many intricate questions which 
this involved needed the serious con- 
sideration of a keen, analytical mind, 
trained in the handling of real estateé 
problems. The unusually capable man- 
ager of this property, after a thorough 
study, turned the tenancy down, be- 
cause the risk to the owner without 
some form of protection was too 
great. 


Back in the good old days when a 
building was built in a neighborhood 
center, the owner always looked for a 
grocer, a butcher, a baker, etc. Then, 
followed the beginning of the modern 
grocery chain. Cash and Carry put the 
individual practically out of this line 
of business. Chains became city-wide, 


state-wide, nation-wide. If an owner 
had a chain store tenant, he said — 
“This much of my income is sound.” 


Super-Markets 


Then some clever individual con- 
ceived “Drive-in-Markets”’. Automo- 
bile parking being an ever-present 
problem, they met with a definite 
measure of success. Next, we find the 
super-market of today. A new prob- 
lem that is changing the value of thou- 
sands of parcels of property. 


I have no way of knowing just how 
many individual and chain markets 
have closed in the past year. 1do know 
this, however, that one chain which 
operated four hundred stores in Met- 
ropolitan Los Angeles has closed 119 
stores in 1931. Another chain is de- 
manding an arbitrary cut in rent of 
50%. 

Super-markets in themselves are 
not new. Their present development 
and application is new. They bring to 
the outlying centers a combination of 
easy parking facilities and cut rate 
prices. Under present economic condi- 
tions this spells a tremendous volume 
of business. When this business is pay- 
ing rent on a percentage basis it leads 
us to some more interesting appraisal 
problems. 


A super-market that has been in 
operation for about one year shows 
this kind of set-up: 

Present replacement value of land $50,- 

000. 

Value of building $25,000. 

Net income per month $2,700. 

Annual net income $32,400. 

Sounds almost like the original minia- 
ture golf courses. Yet, this is an actual 
case. Meanwhile, twelve individual 
and chain markets have gone out of 
business in the immediate vicinity. 


In a city in Southern California a 
vacant corner was leased in 1920 for 
fifty years at a flat rental of three 
hundred dollars per month. The les- 
sees in 1921 built a market building at 
a cost of $22,500, which was opened 
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for business in September, 1921. All 
tenants were on a monthly rental ex- 
cepting one department which was on 
a flat percentage basis. Here is a his- 
tory of the rent paid in the same two 
months of each year by that depart- 
ment, operated under the same own- 
ership and management during the 
life of the building. Carefully note the 
distinct and decided decline. 

Oct. 1921 $2332.17 

Nov. 1921 1462.38 

Dec. 1921 2182.23 

Nov. 1922 1332.37 

Dec. 1922 1500.12 

Nov. 1923 813.43 

Dec. 1923 1235.71 

Nov. 1924 673.16 

Dec. 1924 379.01 

Nov. 1925 645.09 

Dec. 1925 576.58 

Nov. 1926 621.23 

Dec. 1926 408.51 

Nov. 1927 320.30 

Dec. 1927 358.21 

Nov. 1928 316.18 

Dec. 1928 274.78 

You will note that the rent dropped 
from $2,300 to $275 per month. While 
this decline in income took place, the 
city grew from a population of 40,000 
in 1920 to 150,000 in 1928. Another 
interesting fact: taxes on this proper- 
ty in 1922 were $1,454.85; in 1928, 
$4,766.23. 

History is a great teacher, if we 
would only profit by the experience of 
others. I quoted this case because I 
believe the analysis of this and similar 
properties will give us the working 
basis on which to base our judgment 
of a property that at the moment is 
showing a net return out of all pro- 
portion to its replacement cost. 

I have tried to obtain authentic fig- 
ures on how many super-markets have 
been erected in Los Angeles in 1931. 
I regret that I am unable to give them 
to you. Iam informed by a source that 
I believe to be reliable that there are 
either operating, or in the course of 
construction, thirty-eight so-called su- 
per-markets West of Vermont. 

There is no question in my mind 
that two things are taking place: 


1. Supercession by obsolescence as ap- 
plied to the neighborhood store 
buildings. The average owner who 
manages his own property, or has his 
nephews, uncle, or niece manage it, 
does not know what this term means. 


2. Ruinous competition between the 
new super-markets is on the horizon. 
Originally, the ownér of a super- 
market rented the space with a mini- 
mum guarantee plus a percentage. 
The tenants paid for their own fix- 
tures. The next step: Mr. Owner paid 
for the fixtures. Now, they are leased 
on a lower percentage, meats at 2% 
per cent instead of 3% per cent, gro- 
ceries as low as 1% per cent. 


Specials are quoted below cost to 
attract the housewife. One market ad- 
vertised a center slice of ham at one 
cent, with a limit of two slices to a 
customer. Three lines of purchasers 
were waited on all day, for while 
there was a limit to the amount, there 
was no limit to the number of times 
you could get in line. Below cost spe- 
cials are now advertised with a pur- 
chase of fifty cents or one dollar. 


Super-markets that have done ex- 
ceptionally well are facing competi- 
tion. I know of one directly across the 
street from another. A third is being 
erected a half block away. I know of 
another being erected within a block 
of one that has only been opened for 
less than six months. 


I might give you another concrete 
example. A unique market was com- 
pleted in 1930. It was leased on the 
following basis: 


Meat department: Minimum guarantee, 
$150 or five per cent of the gross. 


Groceries: Minimum guarantee, $150 or 
3% per cent of the gross. 

Delicatessen: Minimum guarantee, $50 
or five per cent of the gross. 


The other departments were leased on a 
flat rental basis. 


The income during the first seven- 
teen months from these three depart- 
ments was $9,613.88, or approximate- 
ly sixty per cent over the minimum. 
A super-market was erected within a 
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few blocks, and beginning on the 18th 
month the minimum was never 
reached. Nine months later here is the 
picture: The meat department is do- 
ing a gross business of about $2,200 
per month as against $5,300; the gro- 
cery and delicatessen have been com- 
‘bined and are now doing a gross busi- 
ness of $2,900 as against $9,000. 


How long these merchants can and 
will continue to pay their guarantee is 
a question. 


Some Points to Consider 


This example, as well as the one 
quoted formerly, is the light of expe- 
rience by which we may be guided in 
working out the value of a property 
which on a percentage basis is show- 
ing a net return out of all proportion 
to the intrinsic value. 


I know of one owner who has sixty 
per cent of his property vacant at 
present. He has had some unfortunate 
percentage lease experience. He could 
lease every foot of his holdings on a 
percentage basis within a week, but 
he is holding out for a fixed rental 
basis. 


There are a number of very capable 
men who are giving a great deal of 
time and attention to the question of 
percentage leases. Flat percentages, 
minimum guarantees, recapture claus- 
es, all are being studied. What is the 
correct percentage for a shoe store, 
costume jewelry, drug store, furniture 
store, musical instruments, electric re- 
frigeration, and all the other types of 
business? Can a shoe merchant on 
Whittier Boulevard pay the same per- 
centage as one on Wilshire Boule- 
vard? Does the owner want a percent- 
age lease of any kind? If not, can he 
lease his property? 

What effect will a percentage lease 
have on the renewal of a mortgage 
when it comes due? Will the holder 
of a mortgage, or a prospective pur- 
chaser, figure income based on the ac- 


¢ 


tual return, on the minimum guaran- 
tee, or on the prospects of the tenants, 
either up or down? 


I personally am not in favor of a 
percentage lease for a long term 
which does not contain a safety factor 
for the owner. This factor of safety 
should be either in the form of a mini- 
mum guarantee or a recapture clause. 


What the amount of guarantee 
should be as compared to a fiat rental, 
or what the percentage for the partic- 
ular business should be can only be 
decided after study in each individual 
case. When and how a recapture 
clause should operate, must also de- 
pend upon a careful analysis of all the 
facts involved. 


Is it not obvious therefore that the 
many problems of neighborhood and 
outlying business property call for 
scientific management,—management 
unquestionably superior? 


I have quoted actual cases, and tried 
to show you how important manage- 
ment is. What is its exact relation to 
value? I do not know. Nobody knows. 
Each individual property is different. 


No two human beings are exactly 
alike. This fact does not stop the ex- 
pert diagnostician from finding out 
what, if anything, is wrong with you. 
If you are a qualified appraiser, you 
must find out what is wrong with a 
property, if anything is wrong. Any 
person capable of doing simple arith- 
metic can measure the size of a build- 
ing and say so many square feet times 
such a factor equals so many dollars. 
That is not appraising, —that is me- 
chanics. 

You must be able to diagnose. You 
must be able to analyse. You must be 
able to combine knowledge with un- 
derstanding, and in the light of past 
experience form an opinion based up- 
on ordinary common sense. Then, and 
only then, will you be able to evaluate 
management. 


¢ 








Building for the Ages 


By Harry G. C. WILLIAMS 


depression, it might be a fair state- 

ment to say that much of the de- 
preciation has been due to faulty ap- 
praisals on the part of the owner, con- 
struction man, or the builder. Many 
buildings were constructed at prices 
which could not be maintained, and 
others through obsolescence show to- 
day a loss to the owner. A part of this 
loss may be overcome with any normal 
increase in activity or improvement in 
values. Other properties which today 
are obsolete, had they been given 
proper thought at the time of their 
erection, would still have greater 
value. 


ie we look back over the time of the 


It does not seem to mean anything 
to the people of America that in Lon- 
don at the present time people are re- 
gretting the fact that well-built build- 
ings, built two hundred years ago, are 
now to be torn down. We cannot pre- 
vent obsolescence, —in fact we would 
not wish to do so, as it is the outstand- 
ing mark of human progress; but we 
should prevent waste. As people pro- 
gress to higher standards of living, 
they naturally demand greater com- 
forts and conveniences. I cannot deny 
that well-equipped factories taking the 
place of old factories have increased 
the output of production and have im- 
proved the public health, but from the 
viewpoint of real estate, many build- 
ings which could have been properly 
remodeled were needlessly torn down. 
In our large cities there are also resi- 
dential properties which can be re- 
modeled, but I must also admit that 
there are some which are entirely 
worthless and ready to be demolished 
before the ground will produce its 
best returns. 


Because of inventions and science, 
the condition of the country is in a 


constant state of change. The law of 
supply and demand is of supreme im- 
portance and is based entirely on the 
instincts and desires of the average 
man. Where needless waste exists and 
obsolescence occurs it is most timely 
that we should give some thought and 
action to the subjects. We should ap- 
proach the subject with a firm be- 
lief in the fundamental value of real 
estate; it is the basic wealth of our 
nation, —let us not waste it. Let us 
bear in mind that any construction on 
the land should be of such a nature as 
to return to the owner not only income 
annually but a safe return of principal 
as well. Anyone who devotes thought 
to the subject must today take a 
broader view of community interests 
and activities—City Planning—if you 
wish to call it so—is very real. 


The public is insisting upon the best 
buildings possible. They look on old 
properties as being old; they fail to 
sense the value which could be gained 
through rehabilitation, and much ed- 
ucation along this line could well be 
carried on by the Realtor. A little pa- 
per, a little paint, a little modernizing 
could save millions of dollars in value 
if applied at the right time. 


It is the duty of the Realtor to take 
a forward lead in advising the public 
that this is the best time to make im- 
provements; that materials and labor 
purchased at reduced cost will go 
much farther than the same purchased 
at high values. 


Importance of Expert Advice 


Knowledge of values, intrinsic or 
relative, is as essential to the Realtor 
in preparing a prescription for his real 

Mr. Williams delivered this address before the In- 


stitute at the New Willard Hotel in Washington, D. C., 
on Friday, January 27, 1933.—Ed. 
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estate client, as ability to diagnose dis- 
ease is to the family physician. And 
just as truly as there is need in the 
practise of medicine for an expert con- 
sultant whose services may be avail- 
able for both physician and patient, 
so in real estate the certified appraiser 
is essential to the Realtor and his cli- 
ent. The fundamental in a prescrip- 
tion for the body whether to maintain 
it in health, to aid nature in its recov- 
ery from ailment, to designate an im- 
mediate and perhaps heroic operation 
in a crisis, is ability to diagnose the 
true cause of the affliction. Consum- 
mate skill in prescription and opera- 
tion is futile unless the diagnosis is 
true. So, when real estate is sick —as 
it long has been, though recovery un- 
questionably is evidencing itself — an 
appraisal is vital whether such ap- 
praisal is given merely as a prescrip- 
tion for a slight ailment or is an order 
for a major operation. The skilled 
diagnostician may prescribe medicine, 
operation, or merely a change of diet 
or of surroundings. The appraiser like- 
wise is qualified to prescribe a major 
operation like complete reconstruc- 
tion, or a minor one like a renovation, 
or a change of use and treatment. 


Overcoming Depreciation and 
Obsolescence 


In one way or another, man must be 
housed. And now seems to be the right 
time to give careful thought to the 
most desirable and profitable ways of 
housing him, not only in his home but 
in his workshop, office, and factory, 
so that depreciation and obsolescence 
may be gradually overcome. This 
should be the outstanding thought of 
any new building program. Buildings 
should add value to the land. Only 
suitable buildings represent the best 
use to which that land can be applied. 
Many buildings have been constructed 
in the past which have added no value 
to the property, and cost good money 
to tear down. I might even say that 


the best building is the building which 
has a value for all times. 


We, in our humble way, look upon 
the life of a building as being from 
twenty to forty years and feel proud 
of our accomplishments; but in former 
civilizations, let me remind you that 
some of the most wonderful pieces of 
architecture stood the test of centur- 
ies. In our own land there are build- 
ings, erected in the time of the Amer- 
ican Revolution, which are as firm and 
strong and beautiful and desirable to- 
day, if modernized, as they were the 
day when constructed. I am not only 
referring to magnificent, large estates 
such as Mt. Vernon, the home of 
George Washington; Independence 
Hall, the outstanding landmark of 
America; but, if you will pardon the 
personal reference, may I say that I 
live in that old historic town of Ger- 
mantown and I could point out to you 
there many houses of a very humble 
type, which are prized for their firm 
construction and their artistic beauty 
and which are already 200 years old. 
They were built by the hands of skilled 
craftsmen who took pride in their 
work and have given to the occupants 
of these houses over many generations 
comfortable and attractive homes in 
which to live. 


Can we say as much for the builders 
of the “Civil War era’’ or even the 
““90’s,” or those of the ‘“‘Recent Boom,”’ 
many of whose houses are of a trick 
style of architecture, which does not 
lend to modernized alteration or im- 
provement, and which, when the ex- 
pense of tearing them down is consid- 
ered, will not pay enough salvage for 
the demolition? I am not saying that 
there is much of this style of unsightly 
property; I am leaving that to your 
own observation, because what pleas- 
es one man may not appeal to another. 


Some Influencing Factors 


Time will not permit me to point 
out the various items which make 








BulLpInGc For THe AGEs 221 





property valuable or invaluable from 
an obsolescent standpoint. There are 
certain fundamentals of good housing 
which have come down to us through 
the ages; and it is my personal belief 
that any deviation from good taste and 
substantial materials — no matter how 
catchy to the eye —is not building for 
the ages. 


Of course, depreciation is natural 
wear and tear, but most depreciation 
can be corrected by making the neces- 
sary year to year improvements. Ob- 
solescence, however, is a complete 
change of design, the discarding of 
certain building materials, or the fact 
that desirable locations suddenly be- 
come undesirable. This is a more seri- 
ous question. Many of our families to- 
day with automobiles prefer living in 
the suburbs. This has caused some city 
properties, although well constructed, 
to become obsolete. A change in mar- 
keting areas is an important factor in 


obsolescence of residential property. 
The housewife of today demands ac- 
cessibility of stores. Main Street in the 
big city has become too far away and 
the neighborhood produce man, the 
grocer, and also the druggist are com- 
ing into their own. 


An outstanding educator has recent- 
ly told us that 59 per cent of our fam- 
ilies have no children under 10 years 
of age, and that 39 per cent have no 
children under 21 years of age. So we 
can readily see why there has been a 
migration from the individual house 
to the flat or apartment. In many fam- 
ilies, all members of the family are 
employed in some gainful occupation, 
so that houses that were formerly used 
24 hours of the day are now used only 
at night and totally deserted during 
the so-called working hours. Many of 
our builders, losing sight of this fact, 
have constructed houses totally inade- 
quate to meet the needs of the people, 
and then wonder why they remain un- 
occupied. Any mistake on the part of 
a builder is a serious mistake when 


we consider that between five and six 
million of our people are engaged in 
one way or another—directly or in- 
directly with the building industry, 
and that one-quarter of our entire 
population receive — directly or indi- 
rectly —a substantial part or all of 
their income from building construc- 
tion. The builder who prides himself 
on making a little extra profit by get- 
ting more houses on a piece of ground 
than it can adequatly carry will not, 
in my opinion, be a competitor of the 
conscientious builder in the future, 
now that land values all over the coun- 
try have become somewhat reduced. 


Methods of Appraising 


Many of our appraisers have for 
years prided themselves on a set rule 
—‘‘The value of the land plus the cost 
of the building”’ is supposed to be the 
value of the property. I will not at- 
tempt to show in detail how far this 
rule has gone astray, but I wish to 
point out that there are buildings, par- 
ticularly one-purpose buildings such as 
clubs, factories, and certain stores con- 
structed to please the personal whim 
of the original builder, which should 
not have been erected in the first 
place. 


Other appraisers have for genera- 
tions based their appraisals on the so- 
called “income basis’. The rapid 
change caused by the business cycle 
both in the value of the dollar and re- 
duced rents has caused this system to 
become very misleading. 


When I first started the study of 
real estate I found in such text books 
as then existed (and there were only 
a few) a phrase running something 
like this: “Depreciation of a building 
is usually offset by an increase in land 
value.” In fact I might say that I do 
not believe the word “obsolescence”’ 
was known at all, and if it were, it was 
seldom referred to. Today we can 
point out hundreds of well-construct- 
ed buildings where there has been 
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practically no depreciation whatever ; 
there has also been no increase in land 
value, and yet through obsolescence — 
such as change in location— are now 
ready to be torn down. 


Supply and Demand 


The Realtor today should be more 
than a man who sells real estate; he 
must study his changing valuations 
scientifically over a long period of 
years. We are handling a commodity 
requiring considerable investment. Ev- 
ery element of loss should be reduced 
as far as possible. We should meet de- 
mand just as any other merchant se- 
lects the articles which people require. 
Supply and demand are the funda- 
mental basis of our business. The 
world never moved faster than it is 
moving today; and the best results 
can only be produced by men of long 
term vision who aim for construction 
which will be attractive, livable, and 


likable to the next generation. Other 
types of construction no matter how 
catchy or how cheap, are built only to 
attract the pocketbook and are of lit- 
tle benefit to the country as a whole. 


I can recall when the electric light 
was more or less of a novelty, and how 
my father spoke of the beauties of the 
electrical display in 1893 at the Chi- 
cago World’s Fair. I remember when 
the motion picture was a curiosity in 
our city; but let me also say that the 
younger members of my family, less 
than five years of age, are today tak- 
ing the radio for granted, turning it 
off and on at their pleasure. They have 
stopped looking in the sky when an 
airplane goes by. It is a fast changing 
world we are living in. There is more 
responsibility upon an appraiser and 
a Realtor to look into the distant fu- 
ture, to guard well against obsoles- 
cence, and to stabilize values. We are 
living in 1933, and Main Street is dif- 
ferent than when the first real estate 
man hung up his sign in 1600. 


The three great fundamentals of 


economics are food, clothing, and shel- 
ter. While it has been our purpose to- 
day to discuss only the matter of shel- 
ter, there is a similar thought running 
through all three, and the thought is 
this: ““‘What does a man want?” In 
eating, some prefer heavy foods while 
others wish only light foods. In cloth- 
ing, some prefer gay colors while oth- 
ers want the more somber hues. To a 
certain degree this is also true in hous- 
ing. We sometimes have the idea that 
all men, if given the same amount of 
money, would each wish the same 
quality of house. This is not true. Some 
of the richest men have always lived 
in humble style, while some with less 
financial ability have made the most 
lavish display. In the matter of food, 
the world through education has be- 
come well-informed. Today the wise 
man eats combinations which he be- 
lieves to be healthy. As to his clothes, 
he follows the fashion more or less 
with economy. Much of the individual 
design so prominent in the late 90’s is 
now missing, and the individual saves 
financially by complying with certain 
fixed rules of good taste, and instead 
of having many changes of clothing, 
can find selections of those having the 
greatest adaptability to many occa- 
sions, and so there is less obsolescence 
and more wear per dollar invested. 


But this is only partly true of real 
estate, in which man invests such a 
large percentage of his savings. De- 
preciation and obsolescence in real es- 
tate are greatly out of proportion to 
the funds invested. Different ages of 
man have demanded different styles 
of housing. We now find a demand 
throughout our suburbs for small hous- 
es with moderate sized grounds, where 
a few years ago people wanted large 
houses. The servant question has been 
an important factor in the change. But 
even more so has been the fact that 
women who formerly devoted their en- 
tire day to the management of large 
houses have now taken other interests 
in which their thoughts center, such 
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as civic betterment, welfare, music, 
clubs, and art, and many have gone 
into commercial businesses and the 
centering of their attention upon the 
lavish show places of the past seems 
over. 


This, together with the financial 
depression has put on the market from 
Maine to California many valuable 
properties which today can be pur- 
chased for probably the cost of the 
shrubbery plus the iron fence which 
surrounds them. Any appraiser who 
would attempt to value these proper- 
ties on the basis of replacement cost 
would be greatly in error as there is 
no demand for their replacement, 
whatever the cost, and in some cases 
the grounds have been so landscaped 
that even the ground has no value. 
The best we can say for them is that 
they were the pride of a deceased 
generation, and in their present form 
have long since outlived their useful- 
ness. They are marvelous examples of 
complete obsolesence. 


Our Mobile Population 


If we were to consider for a few 
moments the matter of the two-story 
house we would find that this can be- 
come obsolete faster than the average 
person of a generation ago would im- 
agine. All that is necessary today is 
for some other builder to build a house 
with a few inexpensive showy attrac- 
tions or at a lower cost anywhere 
within traveling distance, and down 
go your values. Some years ago, one of 
our moving companies used as its 
slogan “Keep Moving.” Now this 
might readily apply to the American 
people of this generation. A gener- 
ation or so ago they prided themselves 
that they resided in the same house in 
which their great grandfather had 
been born, but today people speak 
with pride that they have been occu- 
pants of every new apartment house 
which has ever been built. And so we 
can see that the two-story house and 


the apartment house and the flat in 
our large cities are entirely at the 
mercy of our “Moving Public,” who 
take no pride in possession but only in 
being occupants of the latest fashion. 


A home may be structurally new; 
the gloss still on the woodwork, the 
sheen on the paint, and yet be obso- 
lescent. For though it may never have 
had a tenant in the weeks or months 
since it was completed, if adjoining it 
there is a better equipped house with 
larger garage, more baths, a folding 
breakfast nook, radio outlet in every 
room, electric refrigerator com- 
partment, oil or gas heater, or even air 
conditioner, it has lost much value 
through competition. 


There is another thought of obso- 
lescence which I would leave with you. 
A few years ago, real estate men were 
asked by prospective purchasers, the 
location of churches, schools and public 
libraries. Today there are new ele- 
ments such as public garages, drug 
stores, ice cream stores, moving pic- 
ture houses, golf courses, which I 
believe most people will admit are 
fundamental in the plan of a modern 
community and which tend one way 
or another strongly to influence real 
estate values. I would not say that the 
American people are not as much 
interested in their churches, schools, 
and public libraries as they were in 
former times, but should the moving 
picture house happen to be in the 
neighborhood, it makes that property 
just that much more desirable. 


City Planning 


This leads us to the thought of 
better city planning to reduce obso- 
lescence. The neighborhood communi- 
ty has become an important factor in 
all large cities and appears to be here 
to stay. We are told that J. Pierpont 
Morgan once said: “Any one with 
good sense must be a Bull on the 
future of America.”’ This is as true 
today as it was years ago. We have 
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had a terrible setback, but remember 
that the first indication of renewed 
prosperity has always been a quicken- 
ing of real estate activity, and the 
same will probably be true in the 
present case. Practically no building 
has been going on for several years. 
As soon as money is available for 
industry, and unemployment can be 
corrected, the small margin of vacant 
properties now existing should be 
quickly absorbed. But until there is a 
decided demand for houses, builders 
would do well to devote their activities 
to renovating and improving proper- 
ties which are already built, many of 
which today are occupied but at un- 
profitable rentals. There are other 


properties in our cities which are un- 
tenantable but occupy good space and 
pay taxes. It is a striking feature that 
oversupply of houses seldom exists in 
small communities, and this can easily 
be explained by the fact that houses 
in such communities are usually built 
on the order of the prospective occu- 
pant. In other words the demand pre- 
cedes the supply. In our large cities, 
thousands of houses, apartment hous- 
es, and flats are constructed whenever 
money is available with no definite 
occupants in sight, and the builders 
trust to luck that they will be fortu- 
nate in securing enough tenants from 
other properties to make their new 
venture successful. 


Gitterman—On Land Values 


Mr. A. N. Gitterman of New York City, submits the following chart of 
construction trends in New York City, taken from the ‘‘Real Estate Record 


and Builders Guide,” Vol. 131, No. 3 (3364) dated January 21, 


1932, and 


comments as follows: “‘The chart showing decline from 1,180 millions of con- 
struction in 1928 to 110 millions of construction in 1932, proves conclusively 
that land values, which in the final analysis depend upon demand for build- 
ing activity, have declined coincidentally.” 
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Appraisal of a Business Property 
By MAX TIEGER, M.A.I. 


Letter of Transmissal 
January 25, 1933 
Philip W. Kniskern, President, 
American Institute of Real Estate 
Appraisers, 
New York, N. Y. 


My dear Mr. Kniskern: 


Pursuant to your request, I submit 
herewith Appraisal Report of a Busi- 
ness Property, for demonstration use. 


The subject property is a modern 
three story and basement structure at 
the center of the retail business area 
of Elizabeth, N. J., containing four 
stores and nine offices. 


The site is an irregular plot of land 
and is, in my opinion, improved to its 
highest and best use for the remaining 
economic life of the building, which is 
32 years. 


The schedule of estimated income 
and expense is not based on actual 
rents as reserved in present leases, 
but is a table of stabilized, or justi- 
fiable rental income and expenses. 


I have used the Depreciation-Cap- 
italization method in determining the 
value of this property, and checked 
the results by the Summation method, 
resulting in a variation of less than 
one per cent. 


Yours very truly, 


Lp, Se 


M. A. I., Appraiser. 


Certificate 


I, the undersigned appraiser, do 
hereby certify that I have personally 
examined the property hereinafter 


described for the purpose of making 
an appraisal thereof for demonstra- 
tion purposes only. 


The schedule of rental income used 
in determining the value is not actual, 
but is arbitrarily set up as a justi- 
fiable or stabilized rental income. 


It is my opinion that this property, 
classified as an investment property, 
has a market value at this date of 

Three hundred Nineteen Thou- 

sand Six Hundred Sixty Nine 

Dollars and Ninety-Three Cents 

($319,669.93). 

I have no present interest or con- 
templated further interest in this 
property. 


This appraisal has been made in 
conformity with the Standards of 
Practice of the National Association 
of Real Estate Boards. 


Uf’ 
Lh 


M. A. I., Appraiser. 
December 1, 1932. 


Location 


The property is located on the 
North-East corner of Broad and East 
Jersey Streets, and consists of an ir- 
regular plot, fronting 


50.62 ft. on the Easterly side of 
Broad St. 


44.58 ft. on the Northerly side of 
E. Jersey St. 

It is known as 101-103 Broad St. 
and is one of the prominent corners of 
(Continued on page 232) 

This appraisal and the discussion following it were 


presented at a session of the Institute in Washington, 
D. C., January 25, 1933.—Ed. 
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the principal intersection of the 100% 
shopping district. 


Directly opposite is the 5-story and 
basement department store of Goerke- 
Kirch Co. one of the City Stores units. 
On the corner diagonally opposite is 
Liggett Drug Store. 


Within a radius of 500 ft. are lo- 
cated 


5 of the principal office buildings 


2 department stores — (total an- 
nual gross sales over $3,000,- 
000; spending $100,000 for ad- 
vertising) 


3 Variety Stores (Woolworth, 
S. H. Kress, F. W. Grand) 


4 Commercial Banks 
Elizabeth-Carteret 
stories, 175 rooms 


Ritz Theatre (Warner Bros. — 
2600 seats) 


Water and Gas offices 
Leading Specialty Shops 


Hotel — 8 


Sixty busses stop per hour directly 
in front of this property to load and 
unload passengers, comprising 11 dif- 
ferent bus routes. Intra-State trolleys 
pass by at 15 minute intervals. 


Although Broad Street at this point 
is the center of the retail business 
area of Elizabeth, East Jersey St. ex- 
perienced a substantial building boom 
several years ago which transformed 
it from a nondescript block of obso- 
lete frame dwellings to a block con- 
taining 25 modern retail shops, a ho- 
tel, bank, theatre, etc. 


In the opinion of the appraiser, this 
property will increase in value with 
the growth of the population of Eliz- 
abeth’s trading area, which has been 
at the rate of 2% annually for the past 
20 years. 


Legal Description 
A certain parcel of land, with build- 


ing thereon, located in the City of 
Elizabeth, County of Union, State of 
New Jersey, described as follows: 


BEGINNING at a point in the East- 
erly line of Broad St. in a line with 
the face of the brick of the North 
Wall of the old Tavern House at the 
southwest corner of land of the estate 
of James H. Corry the said point be- 
ing distant also North 50.62 feet from 
intersection of the Easterly line of 
Broad Street with the Northerly line 
of E. Jersey St. and from said begin- 
ning point; thence running along the 
easterly line of Broad St. (S.7°5’E.) 
50.62 feet to northerly line of East Jer- 
sey St.; thence running along the 
northerly line of E. Jersey Street, 
(S.63°39’E.) 44.58 feet to the face of 
a brick wall at the east side of the 
said old brick Tavern House and the 
westerly line of an alley now open 3 
feet in width between east wall of 
said Tavern House and westerly wall 
of the brick building on the property 
of Dr. Charles Davis now in posses- 
sion of Louis F. Hersh & Bros.; thence 
running along the westerly line of 
said 3 feet wide alley and binding 
from the first 50 feet on the face of 
east brick wall of said old Tavern 
House (N.10°21’E.) 68.92 feet to a 
point and corner of land of Estate of 
James H. Corry; thence running along 
the line of land of said Estate of 
James H. Corry and binding on the 
face of a brick building on the Estate 
of James H. Corry and also on the 
face of a small brick building situated 
on premises herein described (S.87° 
41’W.) 8.39 feet to a point and an- 
other corner of land of said Estate of 
James H. Corry; thence running still 
along the line of land of Estate of 
James H. Corry and binding on the 
face of the brick building situated 
thereon and also binding on the face 
of the small brick building situated on 
premises herein described (S.10°-54’ 
W) 6.40 ft. to face of the north brick 
wall on the said old Tavern House 
and thence running still along the line 
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of land of Estate of James H. Corry 
and along the north wall of said old 
Tavern House (N.79°-44’W.) 49.76 
ft. to the place of BEGINNING. 

Containing 2,500 square feet. 

This property is in Business ‘“‘A” 
district, as classified by the Zoning 
Ordinance of Elizabeth, N. J. and is 
in full conformity with the provisions 
of the Zoning Ordinance. 


Description of Building 


The improvement, covering the en- 
tire plot, is a building of three stories 
and basement (over-all height 48’), 
erected in 1929, of steel framework, 
covered with hollow tile and brick. Its 
Broad St. and E. Jersey St. exterior 
surfaces are faced with Indiana Lime- 
stone. The basement, extending to the 
street curb lines under both sidewalks, 


suites with entrance on E. Jersey St. 
The stairway is of steel construction 
covered with marble risers and treads, 
and marble wainscoting. 


The third floor contains 5 office 
suites. Stairway is of wood construc- 
tion. 


The area of each floor is 2500 sq. ft. 
plus 760 sq. ft. additional in base- 
ment. 


The building contains 128,360 cubic 
feet. 


It is heated by steam, generated by 
a Hardinge oil burner. 
Definition of Value 
Article 3, Standards of Practice, de- 
fines ‘‘value”’ as follows: 


The market value of a property at a 
designated date is that competitively es- 
tablished price which at that date repre- 





Grade Floor: 
Store No. 1 Corner Shoes 
Store No. 2 L-shape Credit Jewelry 
Store No. 3 
Store No. 4 
Second Floor: 
Office No. Corner Law Offices 
Office No. 2 Dentist 
Office No. 3 Radio Shop 
Office No. 4 Beauty Shop 
Third Floor: 
Office No. 1 
Office No. 2 
Office No. 3 
ee 
a 


Ready-to-wear 


Corner Law Offices 
Insurance 
Vacant 

Office No Vacant 

Office No Law Offices 

Advertising Sign Board on Roof 





Present Occupancy Schedule 


Type of Occupancy 


Cut-Rate Cosmetics 


Justifiable* 
' Annual Rent 
$7,200 
7,500 
4,500 
4,000 


(680 sq. 
(480 sq. 
(520 sq. 
(560 sq. 


1,360 
840 
780 
840 


600 
360 
480 
480 
540 
300 


(400 sq. 
(360 sq. 
(480 sq. 
(480 sq. 
(432 sq. 








is 10’ high and the major portion of it 
is used as a retail shoe store. The 
grade floor consist of 4 retail shops, 
one of which is “L’”’ shaped, fronting 
on both streets. 


The second floor contains 4 office 


sents the present worth of all the rights 
to future benefits arising from owner- 
ship. 


Valuation of Improvement 


To reproduce this building new, to- 
day, it would cost $41,075.20, or 32c 


*See Kniskern — Real Estate Appraisal and Valuation: “The rental value assigned to any space must be 
such that it will with certainty, permit the profitable continuance of such business as may be suited to the 


location and building.’”—Author. 
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per cu. ft. Its economic life would be 
85 years. Since this building is three 
years old and in good condition it is 
reasonable to estimate its remaining 
economic life at 32 years. Its present 
value is computed as follows: 
128,360 cu. ft. @ 32c $41,075.20 
Depreciation, 3 yr. 2 mos. 

3,696.77 


Present-day value $37,378.43 


Estimated Gross Annual Expenses 


FIXED CHARGES: 

Taxes: (Land assessed 
$148,500) 

Rate: 3.49 (bldg. assessed 
40,000) 

Insurance: Fire 40M @ $.52 
per $100 

Public Liability 

Workmen’s Compensation .. 20.00 

Rent Ins. ($30,000 @ $.52 
per $100) 


$6,997.65 


OPERATING: 
Water (Estimated) ..$120.00 
Repairs 
Fuel (1000 gals. @ 
6c) 


Electricity 
(Estimated) 
Management (2%%) 750.00 


2,300.00 


$9,297.65 


Valuation by Depreciation- 
Capitalization Method 


From the Estimated In- 

come and Expense Ac- 

count (page —) we de- 

termine the average 

gross income, for a pe- 

riod of 32 years to be....$30,452.00 
Average annual 


expenses $10,113.00 


Return on building 
at 8% 2,990.27 
Depreciation: Sinking 
Fund factor at 6% 
for 32 years, 
1.1002 per $100 411.24 


13,514.51 


Net Income, Imputable to 
Land $16,937.49 
This amount ($16,937.49), 
capitalized at 6% shows 
the value of land to be..$282,291.50 


Summary 


Capitalized Land Value..$282,291.50 
Depreciated-Reproduction 

Building Value 37,378.43 
Present Value of 


Property $319,669.93 


Valuation by Summation Method 
LAND 


Unit Foot Value 
(This is an arbitrary 
figure, justified by val- 
ues of comparable prop- 
erties as developed -by 
capitalization of rental 
income) $ 5,000.00 
Front Foot value ($5000 
x .7325-Depth Factor) 
54 ft. (average width) x 
$3662 $197,748.00 
Plus extension 6.48 ft. x 
8.39 ft. treated as a 
rear lot 1,859.00 


$ 5,000.00 


3,662.00 


$199,607.00 
Plus corner influence 
79,843.00 


(Continued on page 236) 


*The corner influence increment of 40% is a con- 
servative figure, easily justified by the following facts: 
1. Ratio of E. Jersey St. to Broad St. is 2 to 5. 

2. Especially usable shape of plot; stairway in pres- 
ent lay-out permits use of 4 stores on Broad St. 
frontage. 

(Continued on page 236) 
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Total Land Value 
Building Value 


$279,550.00 
37,378.43 


$316,928.43 
Comparison 


Value by Depreciation- 
Capitalization Method..$319,669.93 


Value by Summation 


Method 316,928.43 


Variation in methods 


(8/10s of 1%) $ 2,741.50 


Supporting Data 
Comparable Land and Rental Values 


Since there have been no sales in 
over 8 years, of comparable property, 
the land value hereinbefore deter- 
mined by the Income Method should 
be checked, or compared, with re- 
sultant land values of comparable 
leased space, capitalizing net income 
to determine land value: 


129 Broad Street—Whelan Drug Co. 


Percentage lease (9% on 

gross sales) year ending 

Sept. 1932. Store 30.5’ x 

64’ (1952 sq. ft.) Annual 
$14,000.00 


Analysis, to determine land value: 
Bldg. (hypothetical) cost: 


43,000 cu. ft. @ 32c 13,750.00 


$14,000.00 


(Continued from page 234) 

. Substantially increased rental value to offices on 
upper floors due to added light, air, and visibility. 

. Under present arrangement, basement is utilized 
for selling space so that corner store is used en- 
tirely for displaying of goods. 

. “Removal” of corner benefit by constructing a hy- 
pothetical wall (say 8” thick) alongside of East 
Jersey St. surface of building, shutting off light, 
air, accessibility and visibility would result in re- 
duction of net income of at least $4800 which, 
capitalized at 6%, represents $80,000 depreciation 
in value. 

The following is a comparison of corner influence 
methods as applied to this property: 

1. Zangerle’s method results in corner 

influence of 

. Stafford’s method results in corner 

influence of 

. Lindsey-Bernard’s method results in 

corner influence of 

. Present Appraiser’s method results in 

corner influence of 

. Thorson’s method results in corner 

influence of 


$65,280.00 
71,858.52 
77,010.00 
79,843.00 


89,823.15 
—Author. 


Income: 
Expense: Int. on 
Bldg. @ 6% 

Sinking Fund 
Payment 

Tax (Est. Bldg. 
10M-Land 75M) 3000.00 

Insurance (12M 
@ $10.) 

Heat (Est.) 

Vacancies and 
Repairs (5%) 


$1100.00 


. 700.00 


5,260.00 


Net rentimputable to land..$ 8,740.00 


Dividing $8740 by 6% results in a 
land value of $145,666. Dividing 
$145,666 by 30.5’results in a front ft. 
value of $4,775. 


Dividing $4775 by 82% (depth fac- 
tor for 64’) results in a unit foot value 
including corner benefit of $5823. 


Deducting 25% (which is a fair cor- 
ner influence for East Grand St.) re- 
sults in a unit foot value of $4367. 


Similar analyses of other recent 
leases in the adjacent properties show 
the following results: 


127 Broad St.—Howard Jewelry Co. 


Rent, adjusted September 1932, 
$4,380.00. Store 15’ x 45’ (average 
depth). Rent per sq. ft. $6.50. Cap- 
italized land value, unit foot $4280. 


109 Broad Street—Gershberg’s Dry 
Goods Store 


Leased Sept. 1932— Annual rent 
$3600. Store 10’ x 60’. Rent per square 
foot $6.00. Capitalized land value, 
Unit foot $4220. 


115 Broad Street—World Clothing 
Exchange 


Leased May 1932. Annual Rent, 
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$8400. Store 22’ x 100’—Rent per 
square foot $3.50. Capitalized land 
value, unit foot $3270. 


Note: In this instance, a greater 
rent return would probably be ob- 
tained by dividing the store into two 
smaller units; present income indi- 
cates property not improved to high- 
est and best use. 


125 Broad St—Walkover Shoe Co. 


Rent, adjusted September 1932, 
$5700. Store 15’ x 90’. Rent per square 
foot $4.00. Capitalized land value, 
unit foot $3700. 


1163-5 East Jersey Street—Bargain 
House 


Leased May 1932. Annual rent 
$4200.00. Store 20 x 100. Rent per 
square foot $2.10. Capitalized land 
value, unit foot $1990. 


1151 E. Jersey Street—Benull’s 
Ladies’ Apparel Shop 
Leased September 1932. Annual 
rent $2400. Store 25’ x 40’ in Eliza- 


beth Carteret Hotel. Rent per square 
foot $2.40. 


1147-9 East Jersey Street—Stafford 
Building, 5 Stores — 


Stores 12’ x 75’. Annual rent, each 
store, $1800. Rent per square foot, 
$2.00. 

Comparison of Rent Store No. 1 
with store located 97 Broad Street, 
leased November 15, 1932; 


No. 97 Broad Street is an irregular 
corner store, across East Jersey Street 
from Store No. 1. Area 414 sq. ft. 
Yearly rent, $3500; $8.45 per square 
foot. 


Store No. 1 includes 3000 sq. ft. in 
basement (retail selling space) val- 


ued at $4500 ($1.50 per foot) leaving 
as residual rent to corner store, $2700 
for the 312 sq. ft. of space on ground 
floor; $8.65 per sq. ft. 


Facts About Elizabeth, N. J. 


Elizabeth has a resident population 
of 115,000 and a trading population 
of about 250,000. It is the county-seat 
of Union County. 


Assessed value of real estate: $166,- 
699,705.00. 


Federal Census Reports: 
73,409 
95,783 
114,545 
(avg. annual increase: 2%) 


Tax Ratable Increase: 
$ 54,408,430.00 
87,832,544.00 
166,011,057.00 


Industries: 238 Diversified Indus- 
tries. $116,166,000 Annual Produc- 
tion Value. $31,365,000 Annual Pay- 
roll. 17,039 Male Employees. 3,864 
Female employees. 


Finance: 6 Commercial Banks: De- 
posits $42,273,000.00; 3 Savings 
Banks, Deposits $36,370,000.00. 45 
Building & Loan Associations: 32,000 
Members—$30,000,000 Assets. 


Theatres: Seating capacity of the- 
atres and motion picture houses: 15,- 
600. 


Newspapers: Paid circulation of lo- 
cal press: 38,000. 


Hotels: 2 modern, 300 rooms. 


School Attendance: 
Elementary 

Junior High 

Senior High 

Vocational and continuation 607 


Total attendance 


¢ ¢ ¢ 





Comments and Discussions 


Reeves — On The Capitalization Rate 
Used In Max Tieger’s Appraisal 


O MUCH depends upon the rate at 

which net earnings are capitalized 
that it is especially unfortunate to 
have no definite standard for adop- 
tion by the practitioner. Our courts 
have, in general, evaded the issue by 
giving negative decisions; for in- 
stance, in the Kansas City Stock Yards 
case it was held that a State statute 
limiting the net return to 5.3% was 
not confiscatory, although it reduced 
the previous net income nearly 50%. 


On the other hand, many regula- 
tory bodies, such as Public Service 
Commissions, hold that 7% or 8% is 
a fair return upon capital invested in 
what we have in the past fondly be- 
lieved to be non-hazardous enter- 
prises—public utility properties oper- 
ating in monopolistic fields. 


Upon retrospection, it seems that, 
without definite or demonstrably jus- 
tifiable reasons, I have used rates 
varying from 6% for land in an appar- 
ently assured central business dis- 
trict, to 10% for water rights assem- 
bled and used in a_ hydro-electric 
plant. One might think that the lat- 
ter occupies a preferred position en- 
titling it to a lower rate. Within the 
past decade, however, we have seen 
hydro power lose its economic pre- 
eminence due to greatly lowered costs 
of coal and to radical improvements 
in steam plant design. This, of course, 
applies especially to water powers 
with unstable flow, and to those re- 
mote from their field of service. 


My point is that this is an iconoclas- 
tic age; all our gods are being de- 
throned; man’s invention and crafts- 
manship makes the permanent turn 
out to be impermanent. 


I call your attention to the able and 
interesting discussion entitled ‘“‘Estab- 


lishing the Capitalization Rate,” by 
Mark Levy, in our October, 1932, 
“Journal.” Among the factors to be 
considered, he cites the success of 
management required for investments 
in real estate over those of a more 
intangible character, and the ques- 
tionable negotiability of capital so 
invested. Mr. Levy comments upon 
the practice of applying one rate in 
capitalizing land and another for its 
structural improvements, and calls 
attention also to the common accept- 
ance of net return as being the equiva- 
lent of an annuity in perpetuity. 


Let us now see how the foregoing 
applies to the case in point—Mr. Tie- 
ger’s appraisal of the commercial 
property at Broad and East Jersey 
streets, Elizabeth, New Jersey. 


First, while admitting that I cannot 
disprove his selection of 6% as the 
rate at which to capitalize the esti- 
mated net return, I fear that he can- 
not prove it, indisputably; so small 
and reasonable an increase as 1% re- 
duces the capitalized land value from 
$282,291 to $242,000, and the use of 
what some of us might think to be 
appropriate, say 8%, would make the 
value only $211,800. It is not within 
my province now to indicate the dis- 
astrous changes consequent upon sub- 
stitutions in such other hypotheses as 
income and expenses. 


Although the building is a small 
unit of only three stories in height 
and with but 2,500 sq. ft. of ground 
area, there are four ground floor 
stores and many more tenants up- 
stairs, so that the property has the 
disability of management cost sug- 
gested by Mr. Levy’s treatise. True, 
Mr. Tieger cites its location at the 
most desirable intersection in a city of 
stable growth, but we have probably 
passed the zenith of urban centraliz- 
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ation, and land value increment may 
not again develop so rapidly as in the 
past. Apropos of that, by reference 
to the population figures cited, it will 
be found that while the average rate 
of increase from 1910 to 1930 was 
2%%, the first decade showed an in- 
crease of 2%%, which slowed down 
to 17% annually from 1920 to 1930. 


Mr. Tieger capitalizes at 6% to de- 
termine land value, but uses 8% as 
the rate of return to be demanded 
upon the depreciated building value. 
Applying this principle in the ensuing 
years to a constantly diminishing 
building value, the income allocated 
to building investment would be pro- 
gressively less, and as the structure 
grew older the land upon which it 
stood would, ipso facto, compute to 
greater values in those years. 


Moreover, inasmuch as amortiza- 
tion of the building is provided for, 
and all other known expenses, why 
not use 6% as the rate for building 
return, as well as on the land? By 
this substitution, the net income is in- 
creased $750 per year, and the land 
value raised $12,460. 


Conversely, if we adopt conserva- 
tism ; 
habits change, as do all other things, 
so that this corner may pass into deca- 
dence, assume our net rental to be an 
annuity for some finite period, say 30 
years, the capital valtie is consequent- 
ly much lower than as computed in 
Mr. Tieger’s report. 


By this time you have all perceived 
that I hold no brief for the income- 
capitalization hypothesis of valuation 


as a panacea for all appraisal ills. To 
me, it is valuable as a check, especially 
sO as an approximation to test the 
suitability and adequacy of improve- 
ments, actual or proposed. 


Cuthbert E. Reeves, M. A. I. 
Buffalo, N. Y., January, 1933. 





and, knowing that shopping 


Schmutz and McCormick — On The 
‘Capitalization Rate Used in Max 
Tieger’s Appraisal 


A= perusing the Max Tieger 
report for the purpose of com- 
menting upon the Capitalization Rates 
used therein, we have formed the 
opinion that the property has been 
over-valued, for the following rea- 
sons: 
1st: Because of an insufficient amortiza- 
tion fund to provide for the return 
of capital invested, occasioned by the 
use of a 6% compound interest rate 
in the Sinking Fund, which should 
not have been in excess of 3.5%; 
and 


: Because of the employment of Split- 
Rates to Land and Building which 
are too low to attract capital to this 
type of investment, — 

A. In view of the ratio of Land to 
Building value, which would 
normally require the use of a 
7.3% rate for Land, and a 9% 
rate for the Building, in this 
case; and 


B. In view of existing conditions, 
environing all investment prop- 
erties and markets, the afore- 
mentioned rates should be still 
higher than those just men- 
tioned. 


The following discussion will point 
out the reasons upon which the above 
conclusions are based: 


Considering the first, that the sink- 
ing fund interest rate is too high: 
There are many appraisers who use 
high rates of interest; that is, rates 
in excess of 4%, in setting up an 
amortization fund. When any rate is 
used for an amortization fund, it is 
assumed that the funds invested in 
the sinking fund will compound at the 
rate selected. This assumption, that 
money can be compounded at high 
interest rates, such as 6%, is utterly 
erroneous, and is to be condemned. 


Over long periods of time, the rate 
of growth of capital throughout the 
world is about 3.5% per annum, com- 
pounded, and this rate represents the 
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maximum figure which should be used 
in any amortization fund providing 
for the return of invested capital. 
Both the savings bank rate of interest 
for the nation, and United States Gov- 
ernment obligations, tend to hover 
around the safe rate of interest, or 
the actual growth of the country, i. e., 
at about 3.5% per annum. 


Over long periods of time it is the 
tendency for gold and its effective- 
ness to increase at the same rate as 
the natural increase in the wealth of 
the nation, but sometimes, such as 
during the past fifteen years, the in- 
crease is less, with the ultimate result 
that commodity prices fall, and inter- 
est rates fall as well, and supposed 
accretions of capital, in sinking funds 
or otherwise, are diminished or com- 
pletely dissipated by bank failures, 
bond defaults, reductions in capital 
value, or otherwise. 


To show the utter fallacy of the use 
of high interest rates for amortization 
purposes, let it be assumed that Queen 
Isabella of Spain had invested $10,000 
in a 4% compound interest account, 
in the year 1492, instead of outfitting 
Christopher Columbus for his discov- 
ery expedition. Calculations show 
that had she so invested then, at this 
time (1932) there would have accu- 
mulated in this sinking fund the sum 
of $676,000,000,000 (676 billions of 
dollars), which is more than the value 
of the North and South American con- 
tinents combined. 


However, had this money been com- 
pounded at 6% per annum, instead of 
4%, there would have accumulated 
$6,339,276,595,000,000 (6 plus quad- 
rillions of dollars) which is more than 
8,000 times the capitalized value of 
the whole world. 


In the Tieger Report, had a 3.5% 


Total Total Over-All 
Case Investment Income Rate 
1. $10,000 $750 7.5% 
2. 10,000 750 7.5% 
8. 10,000 750 7.5% 


Value 
$2500 
5000 
7500 
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interest rate been used, the charge for 
depreciation would have been $651.87 
rather than $411.24, and hence an 
undercharge has been made, thus im- 
puting $240.63 to the land in excess 
of what should have been, because of 
this matter alone. 


Before considering the second criti- 
cism, it will be necessary to point out 
the reasons why split rates, e. g., 6% 
for land and 8% for building, are dan- 
gerous, and why they should never be 
used unless they have been first cal- 
culated, and other relationships thor- 
oughly understood. There is no war- 
rant for the unequivocal use of any 
definite set of interest rates, such as 
6% and 8%, as used.in this report, as 
the following discussion will point 
out: 

Rates of capitalization are largely 
determined by the degree of risk in- 
volved in the use of the funds. Gen- 
erally speaking, the first 50% of the 
value of the property can be borrowed 
on at a 6% rate, and this portion of 
the value of the property is desig- 
nated as the Creditor’s Position; the 
second half of the value as the Debt- 
or’s Position. Therefore, if the Over- 
All Rate (to land and building com- 
bined) were 7.5%, and the rate appli- 
cable to the Creditor’s Position were 
6%, obviously the rate applicable to 
the Debtor’s Position would be 9%. 
However, if the Over-All Rate were 
7.5%, and the building equaled 75% 
of the value of the property (i. e., 
three times the land value), it would 
be found that the land will carry a 
6“ rate and the building an 8% rate; 
or, if the building were 25% of the 
total value of the property (i. e., one- 
third of the value of the land), then 
the land would carry a 7% rate and 
the building a 9% rate, as shown in 
the following tabulation: 


LAND 
Rate 
6.0% 
6.0% 
7.0% 


BUILDING 
Rate 
8% 
9% 
9% 


Int. 
$150 
300 
525 


Value 
$7500 
5000 
2500 


Int. 
$600 
450 
225 
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The computations made in arriving 
at the above figures were as follows: 


CASE 1. 


Total Net Income 

Creditor’s Position—6% 

Land $2500 @ 6% 

Imputable to Building 

Then, $600. divided by $7500 = 8% 

OR, 

Creditor’s Position—6% 

Land 2500 @ 6% = 150 
Building 2500 @ 6% = 150 300. 
Debtor’s Position—9% 

Building 5000 @ 9% = 450 4650. 
Total Property @ 7.5% 750. 


In this case, a portion of the build- 
ing comes in the first half of the value 
of the property, and hence takes fhe 
Creditor’s Rate, 6%; the remainder 
falls in the Debtor’s Position, and 
hence takes the Debtor’s Rate, 9%. 


CASE 2. 


Total Net Income 

Creditor’s Position—6% 

Land $5000 @ 6% = 300 
Debtor’s Position—9% 

Land $2500 @ 9% = 225 
Imputable to Building 

Then, $225 divided by 2500 = 9% 
AND 

Land, in Cr. Position—$5000 @ 6% = 
Land, in Dr. Position—$2500 @ 9% = 
Total Land—$7500 @ 7% = 


year, $750. 


Thus is it seen that “split rates” 
cannot be arbitrarily assigned under 
all conditions. ' 


The 7.5% Over-All Rate herein as- 
sumed usually obtains for property 
of the type appraised by Mr. Tieger, 
during a period that is static, both as 
regards the price level and other en- 
vironing agencies. 


However, if the price level moves 
up or down, the Over-All Rate will 
likewise move either down or up. 
During the past three years the price 
level has declined 35%, and the Over- 
All Rate necessary to attract capital 
to any type of investment has natural- 
ly increased. 


Considering the Tieger Report, if an 
Over-All Rate of 7.5% were proper— 


under static conditions—then the Split 
Rates for land and building which 
should have been used by Mr. Tieger, 
would have been as follows: 


7.30% for land and 9% for building, com- 
puted as follows: 


As shown in report— 
Value of land (approx.)...............0008 $ 37,500 
Value of building (approx.).............. 282,500 


$320,000 


The first 50% of the value of the 
entire property falls in the Creditor’s 
Position, and should therefore take a 
6% rate; the second half falls in the 
Debtor’s Position and should take a 
9% rate. Then, the Split Rate com- 
putations may be shown as follows: 


Value of tne Property $320,000 
Over-All Enitereat Bate «2.2.05 csccccccscssssscesee 7.5% 
Net Income to Land and Building 
$24,000 year 
The Net Income to Land should be 6% on 
$160,000 (50% of Land) = $ 9,600 
9% on $122,500 (balance of 
Land) = 11,025 
Total $282,500 = 20,625 
Then, $20,625 divided by 282,500 = 7.3% 
the rate to Land. 


Total value of property 


The interest rate to the building 
would be 9%, as stated. 


RECAPITULATION 
Land Rent 7.30% on $282,500 = 
Building Interest 9.00% on $37,500 = 
Total 


$20,625 
3,375 
24,000 


The above calculation would pre- 
vail only if the Price Level were con- 
stant and statically environed. Under 
any other conditions, the rate would 
be different, either higher or lower. 


If a property is increasing in price, 
that portion of the value known as the 
Debtor’s Position, or the equity, re- 
ceives the increment; conversely, 
during a falling price level, it suffers 
the loss. Therefore, if properties are 
rising in price, the risk to the Debtor’s 
Position decreases, and the Over-All 
Rate lessens; but when properties are 
falling in price, the risk of the Debt- 
or’s Position increases and the Over- 
All Rate increases. 
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When the best of preferred stocks 
and some good bonds are selling to 
yield 8%, and when first mortgages 
with substantial equities can be ac- 
quired to yield the same _ interest, 
which situation exists today, it be- 
comes obvious tnat it would be indeed 
difficult to sell a piece of realty on a 
7.5% basis. Therefore, if it would 
require an Over-All Rate of more than 
7.5% to move the property appraised 
by Mr. Tieger, and we sincerely be- 
lieve it would, then the Split Rates of 
7.3% to land and 9% to building would 
be too low. 


* The proper Over-All Rate to be 
used can be calculated by considering 
the disequilibrium existing between 
the major factors in production, as 
contrasted with a previous norm. 
To show how this is done is beyond 
the scope of this article; and the only 
attempt here made is to call attention 
to a few of the simple factors to be 
considered when selecting capitaliza- 
tion rates, such.as would govern in 
this case. 


A famous French thinker once re- 
marked that the greatest failure of 
mankind was in arriving at a conclu- 
sion without first validating the pre- 
mises from which the conclusion was 
derived; and that this failure was 
more pronounced in those having a 
knowledge of mathematics than in 
those who had not. That this accu- 
sation is warranted is hardly open to 
dispute. 


Failure to validate the assumption 
contained in any process, coefficient, 
rule, or formula, may vitiate the con- 
clusion arrived at by the use of such 
reckoning, irrespective of the fact that 
correct mathematical procedure may 
have been followed. Quod erat dem- 
onstradum! 


George L. Schmutz. 
Loring O. McCormick. 


Los Angeles, January, 1933. 


Goldstone — On The Capitalization 
Rate Used in Max Tieger’s 
Appraisal 


hy IS my opinion that no fixed and 
definite rate of capitalization can 
be used in all cases. The rate of cap- 
italization will depend upon the type 
of property and upon local condi- 
tions. For example, we know that 
in our newer and Western cities 
money is usually hired out at a higher 
rate of interest than in our older East- 
ern cities. The interest rate on other 
forms of investment with which real 
estate must compete will differ in 
different parts of the country, and 
therefore the rate must necessarily 
vary. Furthermore, the risk and 
hazard involved in the ownership of 
certain types of property will increase 
or decrease the rate of capitalization. 
For example, an owner of property 
located at the corner of Wall street 
and Broadway in the City of New 
York may, for the year 1933, be satis- 
fied with 5% or even 4% net return 
because it is relatively safe and sound, 
and can be collected with a minimum 
of trouble and expense. An apart- 
ment house owner may demand and 
would naturally be entitled to a 
higher rate of return. Certainly the 
owner of an industrial property would 
not be satisfied with the same rate of 
interest that an owner of a high-class 
office building in the 100% location 
would be content to accept. He would 
demand a higher rate of return, due 
to the risks and hazards of ownership. 
There are other factors which now 
demand the attention of the appraiser, 
which have hitherto been too often 
neglected in the fixing of the various 
rates of capitalization of income, to- 
wit: (a) The purchasing power of 
the dollar; (b) the average yield of 
high-grade stocks and gilt-edge bonds 
over a reasonable period of time prior 
to the date of appraisal and a study 
of the present interest-yielding expe- 
rience tables of these securities in 
order to formulate some opinion as to 
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expectancy yield of investments com- 
ing into direct competition with real 
estate; and (c) all pertinent economic 
factors. 


Bracton Goldstone, M. A. I. 
Washington, D. C., January, 1933. 


Kniskern — On The Capitalization Rate 
Used in Max Tieger’s Appraisal 


DISCUSSING the question of capi- 
talization rate and particularly the 
use of an &% rate for the building 
and a 6% rate for the land, it should 
be noted, in the first place, that the 
capitalization rate is a mechanical 
manner of expressing the relative 
quality of the income from a property. 


Income may be in the form of 
money, use, protection, or apprecia- 
tion. We determine the gross income, 
expenses, and vacancies to establish 
the quantity of income; by the capi- 
talization rate we express the quality 
of that income, and then turn to the 
interest tables to reflect the duration 
of that income. 


By his procedure Mr. Tieger has 
converted all of the brick, mortar, and 
other physical elements into a net 
annuity which is a form that is analo- 
gous and comparable to bonds, stocks, 
and other forms of investment. It 
has been reduced to a definite number 
of dollars as a net income to be ex- 
pected and the hazards and benefits 
to the invested capital as well as the 
hazards and possibilities of the in- 
come have been determined. 


In valuing improved real estate by 
the capitalization of net income, it 
must be borne in mind that the net 
income from the property is produced 
by a combination of land and build- 
ing. It cannot be said that the land 
produces any particular or definite 
part of that income, nor that the 
building produces any other part. 
One portion of the income cannot be 


characterized by some _ conditions 
solely of land and those conditions 
entirely eliminated when determining 
the character of the other portion of 
the income. Any net income has only 
one set of characteristics, elaborate 
as they may be, and this set of char- 
acteristics attaches uniformly to each 
and every individual dollar of the 
total net income. These character- 
istics are created by an existing com- 
bination of land and building. There- 
fore, the entire net income for any one 
year from a particular interest in real 
estate must be capitalized at the same 
rate. 


As has been stated, the income 
method of valuation consists of the 
translation of the physical combina- 
tion of land and buildings into a series 
of net annuities and the determina- 
tion of the characteristics of those 
annuities. The final step commonly 
spoken of as the capitalization of the 
income, strictly speaking is not, at 
that point in the work, a valuation of 
real property at all, but technically 
it is the valuation of a given set of 
annuities with certain characteristics. 


The valuation of these annuities can 
give only a total value. Any holding 
of real property has only a value of 
the whole, and any division of this 
whole value between land and build- 
ing is an arbitrary allocation on the 
part of the appraiser. 


It is, nevertheless, entirely proper 
for the appraiser in his best judgment 
to so allocate a part of the value to 
land and another part to the building 
in such a way that the total of the 


allocations equals the whole. This 
may be accomplished by allocating a 
part of the net income to land and a 
part to building, which again is en- 
tirely proper. However, quite regard- 
less of the method or care used in 
allocating income to one or the other 
part of the property, the character- 
istics of each dollar of net income 
remains the same, whether it be allo- 
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cated to land or to building, and for 
that reason every dollar of net income, 
regardless of allocation, must be capi- 
talized at the same rate. 


Whenever a building is erected 
upon a parcel of land the building and 
the land each lose their identity to 
the combined whole. The value and 
earning power of the building as well 
as the value and earning power of the 
land are insparably merged into the 
value and earning power of the com- 
bination of land and building. They 
remain merged so long as the build- 
ings exist and cannot during that time 
be taken nor treated as separated 
units. 


It does not seem possible that of 
any two dollars of net income it can 
be said that one is derived from land 
and is a 6% income worth an invest- 
ment of $16.67, while the other dollar 
from the same _ property, possibly 


originating from the same tenant, is 


said to be derived from the building 
and worth the investment of only 
$12.50, or on an 8% basis. Both dol- 
lars are derived from a combination 
of land and building; neither is de- 
rived solely from land or solely from 
building. They are both identical in 
source and in characteristics and 
therefore both must be capitalized at 
the same rate. 


It is impossible to separate the vari- 
‘ous dollars of net income and say that 
this dollar is received from the land 
and that dollar is received from the 
building. It is possible, however, to 
allocate the various dollars of income 
to particular purposes. All dollars 
of the same income must be capital- 
ized at the same rate whether allo- 
cated to land or building. 


This, however, should not be con- 
fused with the rate used for capitaliz- 
ing the value of the land in reversion, 
after the exhaustion of the buildings. 


Philip W. Kniskern, M. A. I. 
New York, N. Y., January, 1933. 


Thorson — On The Capitalization Rate 
Used in Max Tieger’s Appraisal 


O PASS intelligently on the proper 

capitalization rate to be used in 
any appraisal, it is manifestly neces- 
sary to have on hand sufficient data 
adequately to judge the risk involved. 
That is, data or statistics on which we 
may base an opinion as to the stability 
of the income and the certainty with 
which we may expect the return of 
our original investment. 


Besides the data given I should re- 
quire the following to brace my judg- 
ment before indicating what in my 
opinion would be the proper invest- 
ment risk: 


1. Actual rentals for the past three years 
from this property and rentals from sim- 
ilar properties in Elizabeth for the past 
five years. We can judge the future only 
by the past. 


A list of leases with time to run, if any. 


Responsibility of the lessees. This becomes 
important under present conditions, as on 
the financial solidity of the lessees will 
depend their ability to carry on to a con- 
siderable extent. 


The actual rentals paid now. An analyst 
of the appraisal should be given an op- 
portunity to judge how far the “justified” 
rents are justifiable. 

This is germane because Mr. Tieger 
quotes as supporting data rents from a 
drug store paying 9% on its gross sales. 
I believe 6% is the maximum a drug store 
can pay for rent. 


We should have a foot traffic count. Such 
traffic should furthermore be analyzed as 
to type and possible buying capacity. 


A trend chart indicating directional 
growth of the city and also showing the 
relative position of this property to the 
highest rental spot in the city. This chart 
should also include zoning data so that 
the extent of possible competition might 
be judged. 


An increase in population has been pre- 
sumed over the 32 years representing the 
economic life of the improvement. The 
Pearl-Reed logistic curve worked out for 
the United States, for 1910 back, has 
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proven almost 100% accurate for the 
1920 and 1930 censuses. From the predic- 
tions of this curve increase in population 
will cease altogether in 2100. However, 
at the rate of decrease obtaining the last 
nine years the increase in the population 
of the United States will cease in from 
40 to 60 years. 


More or less reliable statistics have shown 
that, roughly speaking, there is a $1.00 
per unit foot value created in the hot spot 
of a city for every 40 inhabitants. While 


this is a rule of thumb it has for its basis , 


a very tangible thing—number of people. 
It clicks surprisingly well where we have 
checked it. Further information would in- 
dicate that the highest priced inside land 
in a city of the size of Elizabeth would be 
not over $3,000 per unit foot. While this 
should not be given too much considera- 
tion, it contributes to a correct judgment. 


It is doubtful whether a sinking fund 
could expect compound interest at a rate 
of 6% over the 32 year period. I believe 
4% would be the maximum. This would 
make a difference of approximately $184 
per year in the amount of the sinking 
fund. That is, it would be larger by this 
amount. 


Not having all data at hand, and 
not having access to information 
which no doubt is available to Mr. 
Tieger, my judgment would be that 
the income forecast in this appraisal 
is too high, or at least very specula- 
tive, and therefore if the figures given 
are used, the income should be capi- 
talized at a fairly high rate—say 10%. 
That is, the net income should be capi- 
talized at 10% to reflect the warranted 
value of the property. It is further- 
more the writer’s opinion that the in- 
come return will have to take care of 
considerable shrinkage in the prop- 
erty values. 


The above conclusion is based on 
the present high value of the dollar 
and will of course fluctuate with an 
inflation of our dollar. If some of 
the bills now before Congress mate- 
rialize, which have for their object 
the reduction of the purchasing power 
of the dollar to the 1926 basis, this 
change will be reflected in a higher 
warranted price of the property. The 


ba 


purchasing power of the dollar, ac- 
cording to government report, is today 
$1.74 plus in terms of the 1926 dollar. 


From the paucity of data on which 
the above estimate is based, it is evi- 
dent that it is merely a more or less 
unsupported opinion. 

Ivan A. Thorson. 


Los Angeles, January, 1933. 


Thompson — On The Prophetic Analy- 
sis of Future Benefits in Max 
Tieger’s Appraisal 


HE problem suggested by the sub- 

ject assigned is one which com- 
prehends most uncertain and dan- 
gerous elements. All our appraisal 
work is prophetic analysis. This is 
the crux of the whole proposition. 
The onus placed upon us is charged 
with dynamite. An appraiser is not 
employed to state obvious facts. Any 
intelligent layman might do as much. 
An appraiser is employed as one who 
by reason of experience, research, 
technical knowledge, analytical abil- 
ity, and sound judgment, is capable of 
reaching conclusions as to present and 
potential values. 


The appraiser must be concerned 
with unguessed emergencies for good 
or for ill, that will affect our economic 
condition in the not too distant future. 
We may, with fair assurance, say 
what rent values will be a year hence, 
or even three years hence, but who 
can say what they should be or what 
they will be ten years hence? Greater 
respect will be entertained for ap- 
praisers who admit being human than 
for those who pretend infallibility in 
forecasting general market conditions 
a decade beyond today. It must be 
recognized that in our complex civili- 
zation there exists artificialities which 
influence, temporarily at least, the 
natural laws of economics. For in- 
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stance, rates of wage established by 
trade unions; the facile and too often 
fallacious opinions of tax assessors; 
city, state, and national budgets; 
the changing attitude of investment 
bankers frequently affected by wholly 
unrelated phenomena of the general 
market; to say nothing of draughts, 
floods, epidemics of disease, and final- 
ly war, by which our land may be 
“rent with civil feud or drenched with 
fraternal blood.” 


Our desire and our purpose should 
be to analyze conditions with conser- 
vatism consistent with facts. In order 
to do this, we must stand Janus-like, 
facing two arenas, the past and the 
future. We must reason by analogy. 
We must base our inferences as to the 
future upon the performances of the 
past. After determining the fair rent- 
al as of the day of appraisal, one must 
consider to what extent present rent- 
als are affected by business condi- 
tions. It is the duty of the appraiser to 
discount present conditions; to deter- 
mine whether the general market is 
normal, sluggish, or inflated, and to 
correct his estimate accordingly. The 
onus incumbent upon him is to adjust 
past conditions and trends with val- 
ues. Until more complete data is avail- 
able; until accurate graphs are pre- 
pared; until reliable statistics are 
evolved from past market trends; un- 
til we have gone deeper into this side 
of our science; we should not venture 
too far with prophecy. Our judgment 
should be on the side of conservatism. 


The temptation is to quote author- 
ities rather than to attempt original 
ideas in this too limited monograph. 
Kniskern, both the Babcocks, McMi- 
chael, Wenzlick, Thorson, and 
Mertzke, each have in recent able 
treatises dealt with the subject of 
prophetic analysis. To the works of 
these gentlemen I can only refer rath- 
er than discuss them in particularum. 


However, from Mr. Kniskern’s latest 
book, now on the Press, I quote as 
follows: 


In the absence of well secured leases any 
attempt to set out gross income beyond two 
or three years, leaves the zone of precision 
for that of general judgment, and such judg- 
ment can better be expressed through the 
capitalization rate. 


Mr. Frederick M. Babcock in a re- 
cent monogram said: 


There is no way to tell future events. The 
best that an evaluator can do is to study past 
causes and effects and to presume that future 
events will probably be thus indicated by 
present discernible causes. 


Again we quote from the volume of 
the same author just published: 


In forecasting, the predictions will have 
to be controlled by probabilities and plausi- 
bility. Each factor will be assumed to operate 
in an “average” or the most likely manner. 


These excerpts would be mislead- 
ing however, if it were not stated that 
both of these authors proceed to sug- 
gest safe methods for discounting fu- 
ture benefits in the way of net rentals. 
So much has been written by recog- 
nized authorities and so many warn- 
ings have been given that it would be 
trite and, as well, officious to attempt 
to add to the data and dictum already 
at hand. This thesis accordingly, con- 
fines itself to one theorum: The esti- 
mate of future benefits should be 
based upon statistical data as to past 
market movements as affecting real 
estate and an intensive study of the 
natural laws of economics, which 
study will measurably assist in dis- 
counting the future. 


In my opinion, the very best we can 
do is to determine, first, if we are in a 
high or a low market; second, to es- 
tablish what in our judgment is a fair 
average market under normal condi- 
tions and then to project this figure so 
established, into the future. It must 
not be the high and it must not be the 
low. Thus only can we strike an aver- 
age which will, over a long period, 
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take up the slack between the zenith 
of prosperity and the vale of depres- 
sion. 


Immutable laws of nature have been 
analyzed with such mathematical cer- 
tainty that astronomers can tell us 
what will be the position of certain 
planets centuries hence, but there is 
no fixed behaviour controlling eco- 
nomic phenomena and it is out of 
these phenomena that arise the inex- 
orable exigencies by which rent val- 
ues are established. 


Finally, be it said: The appraiser 
must be a student of economics and of 
market history, and he must be pos- 
sessed of an analytical mind if his 
forecasts are to be of value. He must 
determine the relation of any present 
condition to what should be a normal 
condition. In other words, he must 
stabilize the income value of the prop- 
erty in question and set the figure up 
as his norm rather than use such pric- 
es as maintain today or those tenable 
in some previous year or previous pe- 
riod of high or low values. 


It is somewhere up the mountain- 
side of hope, above the valley of the 
shadow of despond and below the sun- 
kissed peak of a too great optimism 
that we will find for our travel and 
our travail, the safe road of ,conserva- 
tism for prophetic analysis of future 
benefits. 

Burton Thompson, M. A. I. 
Elizabeth, N. J., Jan., 1933. 


Frank D. Hall —- On The Prophetic 
Analysis of Future Benefits in 
Max Tieger’s Appraisal 


HE Prophetic Analysis of Future 

Benefits in Mr. Tieger’s appraisal 
deserves commendation for the at- 
tempt to foresee probable future earn- 
ings—a recognition that rents of to- 
morrow are not the rents of today. I 
agree in principal that any sound ap- 


praisal is based upon an expectancy 
rather than present apparent realties 
and yet we who have in recent years 
seen our carefully projected prophe- 
sies of earnings smashed by an unex- 
pected but complete change in the 
picture are inclined towards meekness 
and humility. We almost say that 
prophesy belongs to the gods, not 
man. Mr. Tieger projects his expect- 
ancy throughout the estimated eco- 
nomic life of the improvements — 32 
years— at a time when we are asking 
ourselves if anyone knows what rents 
will be next week. 


My thought of the moment is that if 
this appraisal came up to me for re- 
view in connection with an applica- 
tion for a five or ten year loan on the 
property I should ask myself “What 
does this man Tieger mean by stabil- 
ized rents?’’ What is their relation to 
the rents of 1928 and the actual rents 
which the tenants can pay today and 
stay in business? Taking a long-point 
view I should then say that some- 
where between these two extremes a 
figure approximating stabilization can 
be found leaning more to present than 
past rents. As to the office rentals on 
the second and third floors I would 
further inquire as to the prospects of 
future competition in the way of mod- 
ern office buildings because I have 
had some disastrous experiences in at- 
tempting to stabilize income of office 
rental space in two and three story 
walk-up buildings by the unexpected 
and apparently unwarranted con- 
struction of new, modern, elevator 
buildings nearby. I realize, however, 
that this is a threat not potent today 
and it is probably that Mr. Tieger had 
this in mind when making an allow- 
ance of 25% for vacancies on the third 
floor a wise attempt to forecast the 
rental resistance against walking up 
two flights of stairs when elevators 
are nearby in competing buildings. 


Being satisfied that the stabilized 
rents were the rents that seemed de- 
pendable for the next two or three 
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years and that they were not much 
out of line with actual rents received 
today I would be inclined to accept 
them as a basis for capitalization and 
with my fingers crossed would prob- 
ably decide that this is a $300,000 
property. 
Frank D. Hall, M. A. I. 

New York, N. Y., Jan., 1933. 


Ballard — On The Prophetic Analysis 
of Future Benefits in Max Tieger’s 
Appraisal 


i 0 paper has been prepared on 
the “Prophetic Analysis of Future 
Benefits” which will accrue to the 
property at 101-103 Broad Street, 
Elizabeth, New Jersey, —the proper- 
ty appraised in the demonstration ap- 
praisal of business property by Max 
Tieger, M. A. I., Elizabeth, New Jer- 
sey. 


The property is located on one of 
the principal corners in the retail dis- 
trict of Elizabeth, New Jersey, —the 
County seat of Union County, which 
has a resident population of 115,000 
and a trading population of about 
250,000,— is located within approxi- 
mately fifteen miles of New York City, 
and may be termed a satellite city. 
The property was assessed in 1932 for 
$188,500, — $40,000 on the building 
and $148,500 on the land. 


In my opinion the value of the land, 
approximately 2500 square feet im- 
proved in 1929 with a modern three 
story and basement steel frame, lime- 
stone front, store and office building, 
will have an average yearly increment 
in value of not less than 2% during the 
life of the present building which I 
estimate to be not more than twenty 
(20) years. The increment in the 
gross income of the property will also 
average 2% a year. 


There will be a constant increase in 
the cost of operation and maintenance 
of the property and probably a sub- 


stantial increase in the taxes to be 
paid. These increased operating ex- 
penses, maintenance and taxes, will 
probably absorb at least one-third of 
the increase in gross income. 


The plot of land in question is one 
of the most desirable in the City, and 
the City itself is so favorably situated 
as regards future growth that I have 
no question in predicting a continuous 
increase above the present intrinsic 
value of the land. In round numbers I 
estimate the present intrinsic value of 
the land to be $200,000 and the build- 
ing $40,000, or a total of $240,000 
since I do not find sufficient evidence 
in the appraisal of the property to 
concur with the appraiser’s estimate 
in round figures of the land value of 
$280,000 and the building value of 
$40,000 or a total of $320,000. Using 
the valuation I have suggested, the 
improvement bears a ratio of one to 
five to the land as compared to the 
appraiser’s relation of one to seven. 


I submit that in either case, the re- 
lation of improvement to this small 
area of land on the principal corner in 
a city of over 100,000 population, is 
convincing evidence that the useful 
life of the present building will not 
exceed twenty (20) years,—since on 
or before that time the best and high- 
est use for the land will be a use in 
conjunction with the adjoining land, 
with a total area of approximately 
10,000 square feet improved with a 
suitable building. 


If the present intrinsic value of the 
land is $200,000, the figure which I 
have suggested, and if the average 
yearly increment in the value of the 
land is 2%, the total land value at the 
end of twenty years will have in- 
creased to $280,000,— or, if Mr. Tie- 
ger’s estimate of thirty-two (32) years 
as the useful life of the building is as- 
sumed to be accurate, the value of the 
land at the end of thirty-two (32) 
years would be $332,000, or slightly 
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in excess of Mr. Tieger’s estimate of 
the present value of the land, — ap- 
_ proximately $320,000. 


My reasons for assuming that the 
present intrinsic value of the land is 
$200,000 are as follows: the gross 
rentals set forth on page 233 of the ap- 
praisal under the title “justifiable an- 
nual rent’”’ indicate that they are not 
the present rentals but a statement of 
rental expectancy. The reference note 
at the bottom of page 233, a quotation 
from Kniskern, does not seem to me 
to be applicable in this case where 
the indication is that rental expectan- 
cy figures have been used, since the 
reference seems to be designed for use 
only in discounting abnormal rentals 
where it is evident that they cannot 
be permanently maintained. 


I suggest the appraisal should in- 
clude the present total gross actual 
income as illustrated in the Real Es- 
tate Appraisal Form, Schedule B, An- 


nual Income, line 6,—since unless this 
information is included I should feel, 
if it were my appraisal, that I might 
be taken to task for not complying 
with Paragraph B of Article 5, Sec- 
tion 3, of the Standards of Appraisal 
Practice. , 


I suggest also that the total oper- 
ating expense is lower than:I should 
care to use, since it should include a 
more generous allowance for building 
maintenance and repairs. 


It is reasonable to assume that the 
taxes may not increase particularly 
during the next five years, after which 
time there will probably be a much 
greater increase in the taxes than is 
indicated in the increase in the total 
annual expense figure used, $9,300, 
in the first year, and an average over 
the thirty-two (32) years of $10,113 
a year. 


My comments in regard to the facts 
set forth in the demonstration ap- 
praisal are included only for the pur- 
pose of presenting the reasons and 


facts which I have used in forming 
an opinion as to the probable future 
value of this property. The opinion 
which I have offered is academic 
only, since I have had neither the 
time, information, nor knowledge 
necessary to make an actual appraisal 
of this property. 


W. H. Ballard, M. A. I. 
Boston, January, 1933. 


Kniskern — On The Residual Process 
in Max Tieger’s Appraisal 


HOULD land be made residual to 
the improvement, or the improve- 
ment residual to the land? In connec- 
tion with this question I would like to 
quote from a recent publication of my 
own on the subject of Real Estate Ap- 
praisal and Valuation, which appears 
under the heading of “Capitalization” : 


“The importance of an improve- 
ment to the earning power of land is 
somewhat analogous to the catalyst 
in chemistry. Two chemicals may be 
placed together in a vessel with no 
reaction. However, whenever the 
third chemical or catalyst is intro- 
duced action takes place immediately. 
In this analogy we have the unim- 
proved land and its potential earning 
power, but not until a building is 
erected does the combination of the 
first two produce any results. 


“Whenever any building is erected 
upon a piece of land an obligation is 
thereby imposed upon the land to 
repay the investment in the building 
and to pay interest thereon so long 
as the building exists. Furthermore, 
the building is an exhausting asset, 
while the land is permanent and it 
will continue to have value after the 
present buildings are gone. For these 
reasons the first charge against in- 
come will be for the building and a 
deduction will be made therefrom 
sufficient to pay interest on and to 
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return the investment in the building. 
The residue income will be allocated 
to the land. 


“There is a further reason for this. 
As has already been pointed out, 
vacant land has only potential value. 
City land is of no actual value to man- 
kind until it is productive, and it can- 
not be productive until it is improved. 
Improvement, that is the erection of 
a usable building, is an inherent and 
essential preliminary to earnings from 
land. The land, then, must first com- 
pensate capital for the erection of this 
prerequisite, the building, and accept 
for itself the residue produced by the 
combination. This obligation does 
not extend to the support of an over- 
improvement or an improper building. 


“It may be said that vacant land 
sells for a price and therefore has 
value without improvement, but it 
must be remembered that each pur- 
chase of vacant land looks forward to 
the ultimate improvement thereof. 
This improvement may be contem- 
plated by the immediate purchaser or 
he may contemplate selling to another 
to improve. It is a fact, nevertheless, 
that the background behind the price 
in each transaction in vacant land is 
that value which someone can ulti- 
mately develop by erecting improve- 
ments. Vacant land that has no rea- 
sonable expectancy of profitable im- 
provement has no value and brings 
no price.” 


Philip W. Kniskern, M. A. I. 
New York, N. Y., January, 1933. 


Goldfarb — On. The Residual Process in 
Max Tieger’s Appraisal 


8 iow question whether land value 
should be made residual to the 
improvement or vice versa is a sub- 
ject which has recently been bother- 
ing the appraiser of income property. 


In my opinion there is a definite 
procedure to follow, namely, to make 
the land residual to the building. This 
is especially true in this day when 
determination of land values is diffi- 
cult, when sales are few and far be- 
tween, when the rental situation is 
chaotic and undetermined, and when 
the general elements that go to make 
up value are unstable. 


In determining any mathematical 
solution it is essential to start with the 
known facts and proceed to ascertain 
the unknown. When the appraiser has 
gathered all the facts that he can avail 
himself of, the question that he must 
determine is—the value of the prop- 
erty, and for the purpose of expedit- 
ing his analysis he divides his value 
into land and buildings. Where the 
improvement represents the highest 
and best use of the site as determined 
by the experience and judgment of 
the appraiser he starts to evaluate 
that improvement first. In order to 
arrive at the value of the improve- 
ment it is merely necessary to find the 
cost of replacing the building, less 
physical depreciation as of the date 
in question. 


The cost of the building is a fact 
easily ascertainable by the appraiser. 
Having evaluated the building, the 
appraiser now proceeds to find the 
value of the land. However, where 
the improvement, in the judgment of 
the appraiser, does not represent the 
highest and best use of the site, what 
shall the appraiser do? The cost of 
the improvement certainly does not 
represent its value in that case. The 
improvement may be obsolete; it may 
be over-improved or under-improved. 
In any event, the appraiser certainly 
cannot start with the improvement in 
that case and make it residual. Shall 
he start with the land and make the 
building residual? If he were to start 
with the land the question would arise 
—where shall he start and how shall 
he start? According to Mr. Tieger’s 
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statement, there has not been a sale 
in this vicinity for eight years, and, 
therefore, sales do not furnish suffi- 
cient data to determine the value of 
land, and if there were a few sales 
certainly I am not willing to permit 
the minds of one or two purchasers 
to set the value of the property in the 
vicinity. Sales do not always deter- 
mine what is a fair market value of 
the land, as is now proven by the hor- 
rible deflation that has taken place 
from the sales of the years 1925, 1926, 
and 1927, and certainly the sales that 
have taken place during this depres- 
sion in 1930, 1931, and 1932, are no 
criterion of value. 


So, again in my mind we start with 
the building, and as the building is 
obsolete and does not conform to the 
appraiser’s idea of the highest and best 
use of the site, the appraiser should 
determine what the highest and best 
use of the site is and erect a hypo- 
thetical building on that site to con- 
form with his opinion of an adequate 
improvement for the site. 


Usually the hypothetical building 
is unnecessary; usually the appraiser 
can find adjoining the property in 
question in the same locality a build- 
ing representing the highest and best 
use of the site, and he can make an 
appraisal of that property, making 
the land residual, and in that way 
determine the value of the land. Of 
course, in the case of the property 
under appraisal having an obsolete 
building, that building becomes re- 
sidual to the value of the land deter- 
mined by the erection of the hypo- 
thetical building or by the appraisal 
of the adjoining property containing 
the improvement representing the 
highest and best use of the site. 


So, in all cases, either directly or 
indirectly, land value should be resid- 
ual where an income property is ap- 
praised. 


Morris Goldfarb, M. A. I. 
Perth Amboy, N. J., January, 1933. 


Gray — On The Residual Process in 
Max Tieger’s Appraisal 


T= improvement is the residual 
value, in an expert real estate 
appraisal, because it merely repre- 
sents the mathematical difference 
between the market value of the land, 
if it were not then improved, and the 
market value of the property as im- 
proved. Asa matter of fact, I know 
of no practical method of separating 
the land and the improvements in an 
expert appraisal. It can, however, be 
done hypothetically, and that pre- 
sents the problem of working it out 
by the most logical method. I main- 
tain that the land represents an in- 
trinsic value and the improvements 
an artificial value. If you eliminate 
the improvements, the land retains its 
value and remains in the same phys- 
ical state, as it existed before the 
improvements were built. But to re- 
move the improvements from the land, 
the value or building cost is complete- 
ly destroyed to all intent and purpose. 
Even in a case where buildings are 
susceptible to being moved, intact, to 
another location, it is generally found 
to be an unprofitable venture. A 
building once moved from one loca- 
tion to another is always the object 
of deep suspicion from the sales view- 
point. The practice of separating 
land and improvement is only a mat- 
ter of custom, and I believe originally 
intended to ascertain the relative per- 
centage that the land bears to the 
total value. 


There has been a generally accepted 
conclusion that when the land repre- 
sents 25% or more of the total value, 
real property will maintain a more 
equal worth, over a span of years, 
and will experience less fluctuation in 
value, income, and refinance probabili- 
ties. If this theory is sound, and I 


‘ believe it is, then the separating of 


the land and the improvements in an 
appraisal becomes one of the qualifi- 
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cations of the appraiser. That may 
be the very purpose for which the 
client is buying an appraisal. 


I am not saying, however, that any 
member of this Institute should at- 
tempt to sell, under the guise of an 
appraisal, any theory of value a cus- 
tomer may demand, if not practical, 
economic, scientific, and good prac- 
tice. I do believe, however, that it is 
good practice to separate land and 
building — but you should be very 
careful how you do it. 


I do not believe that any practical 
appraiser is capable of finding sound 
value by the method of valuing the 
land and valuing the building sepa- 
rately and adding them to obtain the 
value. I believe that the first and the 
only method is to find the total value. 
In other words, during your delibera- 
tions you must ascertain the value of 
the property as you examine it. Then, 
to be efficient and prudent, to analyze 
and re-check your conclusion, by any 
method which you believe to be fair 
and equitable to yourself and your 
customer. Please bear in mind that 
I am approaching this subject solely 
from the sound. value viewpoint, and 
want to state here that, in my judg- 
ment, the most confusing element and 
one that seems to be the most difficult 
to understand, is that costs of build- 
ings (fundamentally) are irrelevant 
and immaterial. If that statement be 
true, and I believe it is, then the im- 
provement must be residual to the 
land. 


I want to state, however, that 1 
know of no way to make an appraisal 
of a property that has no demonstra- 
tive market value, such as a church, 
a town hall, public library, court- 
house, etc., except by the capitaliza- 
tion method on both land and build- 
ing. If, however, I were given a job 
under this classification, I would treat 
the land very conservatively and apply 


building and be very severe on my 
depreciation, as a matter of duty. 


An exception of this kind, to a rule, 
merely proves that any theory that 
has no exception is too simple to re- 
quire expert application. 


George H. Gray, M.A.I. 
Brooklyn, N. Y., January, 1933. 





du Bois — Response to Comments on 
“Severance Damage to an 
Apartment Site”* 


The writer appreciates the frank- 
ness of the critical discussions offered 
by Messrs. Register, Newhall, and 
Hall of the appraisal which appeared 
in the January “Journal.” Unless 
critics freely speak their viewpoints, 
this department of our publication 
will fail of its purpose. The writer 
desires to discuss some of the points 
raised in the criticisms so that further 
benefits will follow to readers: 


No plat showing present buildings 
or any statement that their life had 
terminated. 


The appraisal stated: “These (ex- 
isting) buildings are not affected by 
the street widening and need not be 
considered in this report.” 


No supporting data re cost of apart- 
ment building and furnishings, re 
rentals assigned, re value as a busi- 
ness site in event of re-zoning. 


The appraisal was not made as a 
“model’’; and, as published, was ab- 
breviated in certain respects; hence 
certain omissions. Some data were 
omitted also due to the practical lim- 
itations placed on appraisers some- 
times by the amount of fees obtain- 
able, which may not warrant as full 
a written presentation as may be de- 
sired. Such data can be given verb- 
ally, however, if necessity arises for 


the same principle to the cost of the nits *See page 153ff in the January 1933 issue of this 


terly.—Ed. 
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amplification. The omissions do not 
necessarily indicate that the data has 
not been gathered. 


Phenomena of declining earnings 
in aparatment property not considered. 


The report stated: “The analysis 
indicates possible land earnings of 
$4,449 per year, assuming a constant 
level of gross earnings and deduc- 
tions as set forth, which conditions do 
not ... exist in such types of prop- 
erty.” It also stated that the income 
analysis was but one factor consid- 
ered. It is the writer’s opinion that 
capitalization analyses are but “tests” 
and not exact measures of value, espe- 
cially where apartment structures are 
projected, and hence are not to be 
relied on to the exclusion of other 
considerations, particularly prices at 
which competitive sites can be pur- 
chased. 


No statement as to when proposed 
structure could, justifiably, be erected. 


A definite statement might well 
have been made; however, the use of 
the present, rather than future, tense 
in the language on page 157 was in- 
tended to indicate the structure could 
be properly erected immediately. 


Unless appraiser would recommend 
purchase for $11,808 of 15 feet on 
Poppy Lane by owner of corner 130 
feet, estimated damages too high. 


The test of reasonableness of esti- 
mated damages is not the one raised 
by this criticism. There is quite a 
difference between purchasing 15 feet 
to add to existing holding, and esti- 
mating damages resulting from the 
taking of 15 feet by condemnation; 
and it is irrelevant and immaterial, as 
well as incompetent, to prove any- 
thing, to inquire, in an eminent do- 
main action, if the appraiser would 
recommend the purchase of the con- 
demned land at any particular price. 
The defendant is entitled to the high- 


est price representing the value of 
land taken, plus severance damages; 
if he were buying the land, however, 
other factors would enter to influence 
his viewpoint, and he would probably 
be unwilling to buy at the highest 
price; indeed, the appraiser, acting as 
investment counsellor, would doubt- 
less recommend a lower price, realiz- 
ing that while the 15 feet might be 
worth $11,808 to the Arterial street 
owner, there perhaps would be spe- 
cial reason for him to buy it, and, 
furthermore, that the 15 feet might 
be worth only $1,200 to the owner 
adjoining on the east (in a single- 
family residence zone), and almost 
worthless by itself due to lack of util- 
ity, so that in the open market it 
might be valued at no more than, say, 
$3,000—the price it would bring 
falling between $11,808 and $1,200 
and being arrived at in consideration 
of factors impelling the seller to sell 
and the buyer to buy, and depending 
largely upon their individual shrewd- 
ness and skill in bargaining. How- 
ever, attention is directed to the 
statement on page 160 which says the 
average square foot method of valu- 
ing land taken is used because other 
parcels to be condemned will be so 
valued. That method results in over- 
valuation in the case of apartment 
sites and many other types of proper- 
ties; but the appraiser often finds 
himself in the position of having to 
estimate the amounts which should 
be awarded one owner in view of 
awards which will be made to others 
affected in the same proceeding. In 
this particular case the referees 
awarded a higher figure than that 
fixed by the writer for the land taken, 
and made no allowance for severance 
damage (No appeal was taken). 
They even telephoned the writer to 
see if he wanted to raise his figures 
before they made their report. 


The “before and after’ method 
should have been used. 
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The writer favors that method over 
the “average sq. ft.” method, and 
would have used it in valuing the land 
taken if other properties affected were 
treated inthe same manner. How- 
ever, he does not believe in this case 
that the severance damage could have 
been estimated by that method, be- 
cause the land was not actually im- 
proved with an apartment structure. 
Capitalizations with projected apart- 
ment buildings (not existing ones) 
are not to be relied upon implicitly 
as measuring land value, but are use- 
ful in indicating what the value might 
be if the particular building existed, 
and are helpful in reaching conclu- 
sions as to the fair value of the land 
in its vacant status awaiting profitable 
utilization. The great variety of floor 
plans possible, each of which would 
produce a different result in the in- 
come analysis; and the wide varia- 
tions in resultant capitalized values 
following upon slight variations in the 
items comprising the income and out- 
go schedules, renders the captalized 
value unreliable, except in approxi- 
mation, and forces supplemental re- 
liance upon other known factors, upon 
experience, and upon sound common 
sense. In the case at hand, the ap- 
praiser tested the application of a 
“before and after’ analysis, conclud- 
ing, after much thought, that it was 
not practicable to base a claim on it. 
Feeling, however, that there was some 
loss of “‘plottage’”’ value (a severance 
damage), he decided to present the 
referee’s evidence of how in one spe- 
cific particular (which, he felt, they 
could readily grasp) the lessening of 
the depth by 15 feet would depreci- 
ate the value (i. e., the potential earn- 
ing ability) of the remainder. The 
increase in unit costs of management 
was the best way to do this, he be- 
levied, after much study of the prob- 
lem; for, regardless of how other fac- 
tors might be affected, it seemed un- 
deniable that unit management costs 


would be increased, and therefore a 
severance damage would result. Mr. 
Hall says that possibly some of the 
lower priced rental space would be 
lost. That would depend upon floor- 
plans and layouts possible with the 
different depths of land before and 
after the taking, and emphasizes 
some of the things pointed out above. 
A pertinent statement by Frederick 
M. Babcock from his new book, The 
Valuation of Real Estate (reviewed 
in this “Journal’’), is in point: ‘‘Valu- 
ation technique can do more than 
give approximations, and a _ better 
technique serves to remove only the 
most glaringly inaccurate elements 
involved in pure guessing. . . . Thus 
the valuation processes ... cannot 
be offered as more than devices to 
guide judgments. ...” (Pages 1 
and 2.) 
Ayers J. du Bois, M. A. I. 


Los Angeles, January 20, 1933. 


McLaughlin — On “Severance Damage 
to An Apartment Site” by du Bois 


I have read with interest the ap- 
praisal by A. J. du Bois in the Janu- 
ary issue of the “Journal.” I have 
also read the comments following the 
article. It seems to me that the letter 
from Mr. Newhall on page 164 hit the 
nail on the head. In my opinion the 
owner of this property was only en- 
titled to be paid what the land was 
worth at the rear of the lot on the 
Poppy Lane frontage, as he still has 
the frontage on Arterial street, and 
the buildings are not damaged. As 
a matter of fact we have a law here 
to this effect. When the frontage is 
not taken from the owner he is only 
entitled to be paid on the value of the 
rear portion of the lot. 


It seems to me that valuations such 
as this one should not be encouraged. 
I wonder why he did not build an 
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office building or theater in theory on 
the lot, as he hints that this district 
could be used for commercial pur- 
poses. Eventually by that means he 
could have shown the revenue much 
higher. Such evidence as this before 
one of our Courts would not carry 
weight, that is, figuring on what the 
property might produce on some kind 
of an improvement that is not even 
projected. 
Frank McLaughlin. 


Toronto, January 9, 1933. 





Schmidt — On Valuation of Vacant 
Land 


The purchaser willing to acquire 
vacant land at a fair price has almost 
disappeared in our urban communi- 
ties. It, therefore, has become prac- 
tically impossible to appraise in terms 
of present money, the worth of the fu- 
ture benefits of land ownership which 
is the measure of value. Present con- 
ditions render the task of the apprais- 
er of vacant land a most difficult one. 
Normally the appraiser has at his dis- 
posal many facts and past happenings 
which, by projection into the future, 
will form the basis for the ascertain- 
ment of present value with’ a reason- 
able degree of certitude. Even today 
there are data furnishing a good in- 
dex to the present money worth of 
homes; the same cannot be said, how- 
ever, of vacant land. Regardless of 
these facts it remains equally true 
that vacant land has fair value even 
though that value is not realizable in 
money. 


Various elements deserve consider- 
ation in arriving at a _ conclusion, 
among them: 


1. Reproduction cost represented by 
some fair sum for raw land plus the 
outlay for the various services pos- 
sessed by the premises in question. 


The trend towards appreciation or 
depreciation in the neighborhood it- 
self. 


The desirability of the plot, deter- 
mined largely by the scarcity of sim- 
ilar property offering the same con- 
veniences. 


There are likewise general conclu- 
sions which must be formed on a va- 
riety of subjects, such as— 


1. The relationship which commodity 
prices and wage scales bear to the 
price of land. 


What sound judgment can be formed 
regarding the rate of growth of the 
specific community. It is obvious that 
the value of lots in a community los- 
ing population will finally reach al- 
most a vanishing point; whereas if 
the community is growing the up- 
ward trend of lot values will be ac- 
celerated proportionately. 


The probability of national popula- 
tion increase has a bearing on land 
values. Will the immigration policy 
adopted by our country, diminishing 
the flow of new families into Amer- 
ica, result in a stabilization in our 
cities? 


The result of difficulties had by such a 
great percentage of our people, occa- 
sioned by decrease in incomes now 
insufficient to meet mortgage interest 
and amortization requirements, will 
probably occasion a horror of debt 
on the part of the average citizen, 
with the result that there will prob- 
ably be a tendency towards smaller 
homes and less expensive land. The 
betterment of transportation, of 
course, makes greater distance pos- 
sible. Such a movement would tend 
to lower the previously existing rela- 
tive value of close-in land. 


Will the United States have some 
form of inflation tending to raise 
prices? 


As a general proposition it seems 
probable that the rate of growth of 
cities will be greater in the future than 
in the past despite restricted immigra- 
tion. The “Back to the Farm” move- 
ment was evidently misdirected eco- 
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nomics. The farmer per unit can pro- 
duce many times the amount of food 
that he could twenty years ago, — due 
to scientific knowledge increasing the 
productivity of land and also to the 
bringing of machinery to the farm in 
a major way. The capacity to consume 
food is limited; whereas man’s appe- 
tite for acquisition of manufactured 
things is limited only by his ability to 
pay. It consequently would appear 
logical that the movement from the 
farm to urban centers will be greater 
in the future than in the past, since a 
lesser number of food producers can 
supply our needs. If this analysis is 
correct there is reason to expect that 
our cities and towns as a whole will 
continue to grow in population. 


It would seem at this instant that 
we have gone back to 1913 prices or 
thereabouts. Values then existent 
probably will represent about our low 
in the era through which we are pass- 
ing. The determination of our people 
to achieve economic progress and to 
better the standards of living should 
bring us back to some sane basis of 
business before many more months 
are passed. During our prosperous 
years there was undue inflation in 
most communities; we must, there- 
fore, recognize a new base, not of 
course the present deflated base, but 
a normal point between the high and 


low. 


It is not easy to assign fair value to 
vacant land today. However, there 
are various criteria, past experience 
and the probable operation of eco- 
nomic laws, which furnish a guide to 
present worth. Appraisals should re- 
flect a thoughtful consideration of all 
elements of worth, rather than at- 
tempt to designate the cash sum prob- 
ably realizable at the moment from 
any specific piece of property. 

Walter S. Schmidt, M. A. I. 
Cincinnati, O., Feb. 23, 1933. 


Gitterman — On Corner Influence 


HE corner influence problem on 

page 138, Volume 1, Number 2, ap- 
parently remains unsolved, and I 
therefore wish to submit an answer 
for consideration, predicated upon my 
experience in the Borough of Manhat- 
tan, City of New York. 


After a study, covering thousands 
of properties, and the store values in 
locations throughout the City, I pre- 
pared a chart showing the influence 
of corner values and the added plot- 
tage increment derived by virtue of 
increasing values on side streets, com- 
pared to the main thoroughfare, 
which leads me to the following con- 
clusions: 


1. Corner influence where com- 
mercial property can be built 
has a minimum value of 15% 
and extends over the 25 ft. 
corner lot. 


. The influence would still car- 
ry beyond the 17 ft. parallel 
on a plot having a front foot 
value of $3,250.00 on the main 
street and a $500.00 front foot 
value on the side street. 


. The $500.00 front foot value 
on the side street proves that 
the property is not in great 
demand and hence the low in- 
crement for the advantage of 
light, air and access, particu- 
larly for shipping purposes 
which produces a minimum of 
15% accretion. 


As of general interest on this par- 
ticular subject I submit herewith 
some charts showing the increments 
produced by corner influence and the 
resulting effect upon each of the four 
25 ft. corner units under six different 
ratios between the values of the main 
street and the cross street. These re- 
sults are based on the studies above 
referred to. 
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Gitterman — On Air and Sub-Surface Rights* 
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Ostendorf — On the Use of the Institute 
Emblem and “M. A. I.” 


HE purpose of this discussion is to 

attempt to define the proper 
manner in which to use the designa- 
tion “M. A. I.” by persons who are 
Members of the Institute, and then to 
define the proper use of our emblem 
or seal. 


Article Four of the By-Laws of the 
Institute says in section 1: 


“‘All members of the institute 
may identify themselves by the 
initials M. A. I. which shall be the 
abbreviation for the words ‘Mem- 
ber Appraisal Institute’. 


Members may use these initials 
following their names for any 
professional purpose, corre- 
spondence, etc., as follows: ‘John 
Doe, M. A. I.’” 


In calling this matter to your atten- 
tion at the request of the Institute, it 
may seem that we are concerning our- 
selves about two relatively insignifi- 
cant matters. However, the creation 
of the symbol or mark of identity is a 
serious matter, particularly in a voca- 
tion that approaches the pfofessional 
such as ours. Marks of idenification 
are used to single out a special class of 
persons or things; and it is a real obli- 
gation with us at the beginning of our 
career as an Institute to move in a 
manner and designate ourselves in a 
way that will have the respect of the 
public and at the same time will so 
mark each one of us as to put us under 
obligations to live up to a high code of 
business morals. 


Symbols such as M. A. I. in time, we 
trust, will signify to engineers, archi- 
tects, investors, attorneys, et al., a 
special type of study, preparation, 
training, and expertness. Upon these 
three letters and upon the seal may 


depend the public interpretation of 
ourselves. Consequently, it is well in 
this initial stage specifically to set 
forth again the limitations of use so 
that abuse will not tend to destroy the 
intended significance and responsibil- 
ity that goes with the three initials 
and the seal. 


I do not want to over-emphasize the 
importance of these two items of 
constitutional and by-laws routine; 
but, on the other hand, I do not want 
us to allow ourselves to under-rate the 
potential force they have for making 
us worthy in the eyes of the public, or, 
— improperly used,—of making us 
absurd in the eyes of the public. 


Again I refer you to Article Four, 
part of which I have just quoted. 


Section 1, quoted above, specifically 
states that a Member may use these 
initials in a professional capacity. The 
entire matter can now be disposed of 
by emphasizing the fact that a Mem- 
ber may use these initials. 


Certainly there is no possible way 
that false dignity can be thrown 
upon any corporation or partnership 
through the use of the three initials M. 
A. I. Only individuals are allowed to 
be Members of the Institute and only 
individuals may be dignified with the 
use of the initials M. A. I. Certainly it 
will be a breach of ethics, not to say 
good taste, if a corporation or partner- 
ship were to attempt to make capital 
out of the professional standing of one 
of its Members. 


If a Member is also part of a corpor- 
ation or a partnership and desires to 
have it known that he is a Member of 
the Institute, his name may appear 
upon their stationery or other places 
where the firm name is used, followed 
by the initials M. A. I. Even this use 
certainly should be in a most dignified 
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manner. Professions, or those attempt- 
ing to create a professional plane, 
should not create blatant advertising 
material. This reminder of Section 1 
of Article Four quite obviously shows 
that the word “Member” positively 
defines the intended use of this mark 
of appraising ability. 


I might say that if an appraisal form 
were filled out from the office of 
Andrews & Blake, a partnership, that 
it should be signed by A. A. Andrews, 
M. A. L., if it is the individual work of 
that appraiser, and underneath his 
signature might properly then come 
the firm name. Allow me to say this, 
that a clear conception of what the 
word ‘‘Member” means in the Ameri- 
can Institute will immediately place 
the proper use of the words M. A. I. 


With reference to the Institute em- 
blem, I would call to your attention 
the fact that we have yet made no 
provision in the By-Laws for the use 
of such emblem. Consequently, I am 
going to offer a resolution in these re- 
marks which it is intended shall be 
submitted to the Governing Council 
for consideration. 


The Institute created an emblem, 
and has issued it as a symbol or 
button or pin for the use of each mem- 
ber. It is a mark of a group and should 
be used as a group symbol, in a sense 
entirely different from the words 
M. A. I. 


M. A. I. indicates a Member of the 
Institute, and the emblem represents 
the regimented efforts and expression 
of the Institute. 


The emblem is the mark of the en- 
tire organization upon an act or acts. 
It should not be used by any individ- 
ual in any way or by any Member of 
the Institute or anyone else in any 
way, shape or form, except that a 
Member is permitted to wear, and is 
urged to wear, a pin or button that 
carries this emblem as a symbol of 
identification. 
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Upon the certificate of election, 
which each Member has, appears the 
emblem because there the entiie or- 
ganization puts its stamp of approval 
upon an individual. 


In a similar fashion the President, 
Secretary, and other officers or author- 
ized persons in putting forth the acts 
of the organization, use the emblem to 
show the unity and mark of the group 
as differentiated from the mark of the 
individual evidenced by the initials 
M. A. I. 


Briefly, to summarize this second 
item, the emblem should be used at 
the direction of and by the Institute 
itself and not its individual Members. 
The resolution to amend the By-Laws 
so as to include a consideration of the 
emblem, which I expect to submit, 
reads as follows: 


WHEREAS, the American In- 
stitute of Real Estate Appraisers 
should have an emblem indentifi- 
ing its actions, which may also be 
used as a mark of identification 
by its members, and 


WHEREAS, there exists now 
an accepted symbol, that is being 
used for this purpose, NOW, 
THEREFORE, 


BE IT RESOLVED that the 
American Institute of Real Estate 
Appraisers amend Article Four, 
Section 1 of its By-Laws to read 
as follows: 


The Institute shall have an em- 
blem approved by the Governing 
Council which shall be used by 
the Institute upon its official busi- 
ness, shall be used on the certifi- 
cate of election of each member, 
and which also in turn may be 
used by each member of the Insti- 
tute as a badge. 

E. L. Ostendorf, M. A. I. 
Cleveland, Ohio, Jan., 1933. 
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Bowen — On the Use of the Institute 
Emblem and “M. A. I.” 


HE question of ethics in connection 

with the use of M. A. I. in apprais- 
al reports and on letters where an 
individual is a member of a firm, I be- 
lieve to be very important. 


As I see it, membership in the ap- 
praisal institute is individual and the 
initials M. A. I. are intended to become 
the significant designation of a com- 
petent workman just as the initials 
after the name of an architect or an 
engineer, and just as “Realtor” was 
intended to designate a competent 
real estate man. Now, while the term 
“Realtor” was intended to apply to 
individuals it has been allowed to ap- 
ply to partnerships, firms, corpora- 
tions, whose members are members of 
a board which board is a component 
part of the National Association of 
Real Estate Boards. From my stand- 
point, this has had a very serious ef- 
fect in weakening the connotation of 
the term in the minds of the public. 


Let me take as an illustration a recent 
case which arose in Buffalo. W.E.B.R. 
is one of our broadcasting stations— 
yet is essentially a seller of advertising 
in connection with the broadcasting. 
William Doerr, Jr., a man who had 
been actively connected with the Buf- 
falo Real Estate Board for a number 
of years, organized the W. E. B. R. 
Real Estate Service Corporation. This 
Corporation is taking the listing of 
properties for rent and for sale and is 
broadcasting the descriptions as a 
means of selling and renting real 
estate. Mr. Doerr is, at the present 
time, an active member of the Tona- 
wanda Real Estate Board and, as such, 
entitled to use the appellation ‘“Real- 
tor’. I believe so far as the method of 
operation of the company is concerned 
that there is nothing that is unethical 
in the method, but the public thinks of 
W. E. B. R. as a broadcasting station. 
When they hear the “Realtor Hour’ 
under the name of W. E. B. R. it raises 


a question in their minds as to how a 
broadcasting station can properly be 
a Realtor, and as a matter of fact they 
fail to pay any attention to the balance 
of the technical corporate name. The 
local reaction of both individuals and 
real estate men has been that W. E. B. 
R. had no right to use the term Real- 
tor. Yet as a matter of fact we have 
Dexter P. Rumsey Company, being op- 
erated at the present time by Adrian 
Smith, using the term Realtor with ev- 
eryone’s approval because Mr. Adrian 
Smith is a bona fide member of the 
Buffalo Real Estate Board. Well, now, 
if Mr. Smith is to be allowed to attach 
the term Realtor to the Dexter P. Rum- 
sey Company because he is a member 
of the National Association of Real Es- 
tate Boards, then there can be no real 
reason why William Doerr, Jr., should 
not apply the term Realtor to the W. 
E. B. R. Real Estate Service Corpora- 
tion. 

As a matter of fact, I do not believe 
that either use of the word is sound, 
but it would be almost impossible now 
to go back and change the situation so 
far as the use of Realtor is concerned. 
A number of years of habit and cus- 
tom have established hundreds of men 
in their right to apply the term Real- 
tor to the corporate or partnership 
names under which they are doing 
business. 

Consequently, I believe the Apprais- 
al Institute needs at the very outset to 
recognize that fallacy which has al- 
lowed the application of an individual 
term to a corporate entity. I think it 
should be recognized that no firm or 
no corporation should be allowed to 
use the letters M. A. I. or to use the 
institute emblem. On the other hand, I 
do not believe we should deny the val- 
ue of these to partnership or corporate 
organizations. In my state, architects 
are practically estopped from forming 
corporations for the conduct of their 
business because of the very definite 
insistence both so far as the architects’ 
association is concerned and so far as 
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the laws of the state are concerned 
from operating an architectural busi- 
ness except on an individual or part- 
nership basis, and, even where part- 
nership, each member of the partner- 
ship has to be an architect. I believe 
the use of our emblem and the use of 
the designation M. A. I. would much 
more appropriately follow the lines 
used by various engineering organiza- 
tions. Forinstance, if we take the name 
of a fictitious firm, let us say, The Real 
Estate Appraisers Corporation, I do 
not believe that it would be proper for 
the Real Estate Appraisers Corpora- 
tion to put M. A. I. after its name or 
use the emblem of the American In- 
stitute of Real Estate Appraisers as its 
emblem. I do believe that the emblem 
of the American Institute of Real Es- 
tate Appraisers might be put on the 
stationery of such a corporation with 
the name of John Jones, M. A. I. mem- 
ber underneath the emblem indicating 
clearly through what channel the cor- 
poration was justified in displaying 
the emblem and I believe that the ap- 
praisals of such a corporation should 
not be signed by the Real Estate Ap- 
praisers Corporation, by Jones Jones, 
M. A. I., but should be signed John 
Jones, M. A. I. by the Real Estate Ap- 
praisers Corporation. After all, mem- 
bership in the Appraisal Institute is 
individual. Furthermore, any apprais- 
al is an individual opinion in the last 
analysis and as such the insignia and 
emblem of the Appraisal Institute and 
the method of preparation of apprais- 
als and correspondence along this line 
should be kept on a strictly individual 
basis. 
P. V. Bowen, M. A. I. 

Buffalo, N. Y., Jan., 1933. 


Gray — On the Use of the Institute 
Emblem and “M. A. I.” 
HE purpose of the Institute is to 
foster the highest standards of ap- 
praising and to give that business a 
professional status. In order to do so, 
this Institute is adopting a code of 


ethics and establishing reasonable 
rules of procedure. 

Its membership is individual and 
therefore the responsibility, in ethical 
matters and rules of procedure, is di- 
rectly upon the group of individuals, 
who constitute its membership. 


Appraising the value of real estate 
is not an exact science and the final re- 
sult of an appraisal is partly a matter 
of individual judgment, exemplifying 
that element of acquired knowledge, 
practical experience and training, 
which only the individual possesses. 
If the title of M. A. I. implies a degree 
of appraisal ability and responsibility, 
its use in business can only be indi- 
vidual, in good practice, and should 
be apart and separate from corporate 
entity. The mere fact that the individ- 
ual may be an officer of a corporation, 
does not change his status. 

It becomes quite essential and ap- 
parent, that a reasonable requirement 
of the Institute should be that real es- 
tate appraising be regarded as an in- 
dividual accomplishment and that all 
written reports of such appraisal mat- 
ters, be certified by individual signa- 
tures. I believe that by this require- 
ment, we shall be following very close- 
ly, the method of other professional 
societies and as a result, will accom- 
plish the best standards of attainment 
toward public recognition for the ap- 
praisal business. 


The use of M. A. I. and of the Insti- 
tute emblem is identical and the same 
rule should be applied to both. 

If a Member is an officer of a cor- 
poration, then that fact, of course, can 
be made known in any way, so long as 
it does not change the individual en- 
dorsement, to a corporate act. 

George H. Gray, M. A. I. 
Brooklyn, N. Y., January, 1933. 





Levy — On Dishonest Appraisals 

PRESUME that the question con- 

cerns dishonest appraisals so far as 
the morality of the appraiser is in- 
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volved rather than his ethics. If this is 
the case, then I presume that an ap- 
praisal reporting a value which the 
appraiser knows to be above or below 
a true value might be considered dis- 
honest. This might be particularly so 
if it were disclosed that additional 
compensation over the usual fee were 
paid to obtain such an appraisal. Eith- 
er of these situations, however, might 
be very difficult to prove. Another sit- 
uation which might be considered dis- 
honest could concern the issuance of 
an appraisal report by an appraiser 
having an interest in the property ap- 
praised without disclosing such inter- 
est in the appraisal report. Still anoth- 
er might be the issuance of a report 
when the compensation is contingent 
upon the amount of the appraisal, or 
the character of the opinion expressed. 


The Standards of Practice recite 
that it is unethical for an appraiser to 
issue an appraisal report on an invest- 
ment construction project with such 
value predicated on assumed rentals 
and/or expense at variance with the 
probable market at the time at which 
the reported value obtains. 


I am somewhat in disagreement 
with this statement and feel that if 
such data upon which the appraisal is 
set forth in the report as representing 
an opinion other than that of the ap- 
praiser that an appraiser should be 
permitted to issue such a report. A sit- 
uation such as this is not more than 
many hypothetical questions which are 
put to expert witnesses giving court 
testimony. What it amounts to is real- 
ly “if this property will produce such 
an amount of money, how much will 
it be worth”? To answer such a ques- 
tion does not, in my opinion, constitute 
unethical practice. 

It seems to me that these questions 
are somewhat in the nature of a pro- 
posal to establish a police power over 
the Membérs of the Institute. While 
this may be of value so far as the pub- 
lic is concerned, I believe that any ac- 
tion taken should be done through a 


special committee formed for this pur- 
pose. This committee, I believe, should 
act only when in its opinion sufficient 
evidence has been submitted to it by a 
Member of the Institute to make it de- 
sirable that another Member be exam- 
ined. Disclosure of the Member making 
complaint should, of course, not be 
made and I believe that the Member 
questioned should have the right of 
appeal from any decision of this com- 
mittee to the Governing Council of the 
Institute whose decision should be 
final. 
Mark Levy. 

Chicago, Jan., 1933. 





Gitterman — On Dishonest Appraisals 


WING to the deplorable condi- 

tions now prevailing, which to a 
great extent are directly chargeable 
to the depression through which we 
have passed, I am convinced that 
other things besides the tariff have 
become “purely local issues,’ as 
Thomas Brackett Read once said. 


Honesty, morals, and ethics have 
likewise become a local issue which 
in many instances are not even dis- 
cussed by the man himself nor under- 
stood beyond his personal point of 
view. 


Before discussing ethical procedure, 
it seems to be important to the prac- 
titioner to weigh who adopted the 
code and under what circumstances it 
was forced upon him. 


I am quoting from a letter received 
on January 18th last, omitting from 
the same, however, the names: 


“An old Connecticut Yankee, whom 
I recently met, bewailed shrewd, pres- 
ent-day methods. He criticized (name 
deleted) for what I call a clever bit 
of business. 


“A manufacturer of a (name de- 
leted) engine part was ordered to 
ship each unit in a packing case made 
of lumber of specified size, grade and 
thickness, fastened with a certain 
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number of screws placed in specified 
spots. The manufacturer obliged, but 
thought his customer unduly fearful 
of shipping hazards. A year later he 
learned the reason. 


“When dis-assembled, the parts of 
each packing case were used as floor 
boards for a (name deleted), fitting 
perfectly, with screw holes already 
drilled. The manufacturer resented 


the strategy that supplied (name de- 
leted) with floor boards for nothing.” 


Apparently from the above, one 
would judge, if the facts are as rep- 
resented, that the automobile manu- 
facturer was unethical in demanding 
a particular kind of lumber specifica- 
tion to be applied, when he was buy- 
ing an automotive part, as his honesty 
would have prevented the manufac- 
turer of automotive parts from squan- 
dering money on an unessential to the 
part he was selling. 


The automobile manufacturer is 
decidedly dishonest when using sec- 
ond-hand lumber in a new car without 
direct representation that this was a 
fact, which proves that the Connecti- 
cut Yankee had a set of good morals 
and ethics that were high. 


The writer of the letter in New 
York disagreed, while the automobile 
manufacturer in the west apparently 
lacked both the proper moral concep- 
tion, honesty and ethical point of view. 


In any discussion of ethical proced- 
ure, the code adopted must be recog- 
nized as having been drawn by hu- 
mans for the regulation of fellow 
members. 


The personal equation will always 
dominate, and what constitutes a dis- 
honest appraisal must be judged en- 
tirely by the thought and action of the 
appraiser. 


a. What constitutes a dishonest ap- 
praisal? 


1. A deliberate misrepresentation 
of fact, figures or conditions. 


2. A theory not susceptible of 
proof but used in an appraisal 
to “collect a fee.” 


3. An assumption of unit values 
without proper sustaining 
data. 


b. How shall dishonest or wholly un- 
warranted opinions be dealt 
with? 

1. The organization should dis- 
qualify any dishonest ap- 
praiser after hearing and 
applying the tests above re- 
ferred to. 


c. How shall we determine when an 
opinion or. valuation is wholly 
unwarranted? 


1. Determining the necessity of an 
opinion or a wholly unwar- 
ranted valuation is suscep- 
tible of various checks. 


An appraiser whose ordinary work 
is the auctioning of property where he 
never receives a bid until after a sug- 
gested price has been made, subcon- 
sciously becomes pessimistic and re- 
flects a conservative trend in his 
appraisals, while an appraiser actively 
engaged in brokerage in highly valued 
properties, for which there is a de- 
mand, subconsciously becomes opti- 
mistic and reflects this thought in his 
appraisal work. 


The conservative and _ scientific 
work, however, would leave very little 
to the personal opinion of an appraiser 
if he were guided by actual sales and 
mortgages in a district, and follow the 
trends which have been established 
by a careful charting of these corre- 
lated figures over a period of years, 
comparing these with the charts of 
trends in commodities and other read- 
ily available statistical matter, includ- 
ing stock market ,bank clearances, car 
loadings, steel production, employ- 
ment, money rates and business fail- 
ures. 


All appraisals, however, aside from 
the scientific application of known 
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information, cannot exclude the per- 
sonal equation and the knowledge 
that has been acquired through long 
experience in actively buying, selling, 
leasing and mortgaging of property 
as a broker, agent and/or manager. 
A. N. Gitterman, M. A. I. 
New York City, January, 1933. 


Smith — On Contingent Fees 


MEMBER of the American Insti- 

tute of Real Estate Appraisers 
should not accept fees on a contingent 
basis for his professional services in 
tax appeal cases. 

If a member of this profession is 
employed to present a tax appeal, his 
qualifications for accepting such em- 
ployment will enable him readily to 
determine the legitimacy of such a 
claim and to what extent his principal 
is entitled to relief. 

In his line of work he is a specialist, 
not only in his own opinion, but so 
recognized by his own craft. In the 
matter of payment for his work, a per 
diem basis is the only satisfactory 
method. 

The proper and complete prepara- 
tion of a tax appeal case is a full serv- 
ice rendered and, when used by a 
client in presentation to the taxing 
authorities, carries with it, the full 
force of the ability and standing in 
his profession of the man making such 
a report, and should be paid for, for 
full value received, on that basis. 

This type of work places the ap- 
praiser on a different plane with the 
taxing authorities, as, when under 
oath, I have been asked, “‘Are you 
working on a per diem basis, as 
usual?”’ The reason for the question 
was that during the last two years we 
have had to compete with one or two 
men who were employed on a con- 
tingent basis and paid in advance. 
Their cases were poorly prepared and 
the taxing authorities employed me 
on a per diem basis. to oppose the tax 
appeals for them. 


If a member of the American Insti- 
tute of Real Estate Appraisers has 
built up his business over a period of 
years on a per diem basis and has 
earned the confidence of his clients 
by efficient work and _ reasonable 
charges for his services, he does not 
have to seek employment on a con- 
tingent basis. 


Lewis R.Smith, M. A. I. 
Cincinnati, Ohio, January, 1933. 


Allingham — On Contingent Fees 


T THE law, a practicing attorney 
may accept a case on a contin- 
gent basis; but he must not guar- 
antee a result. A lawyer is in a 
much different position than an ap- 
praiser, because he must use every 
legal method to accomplish the result 
his client expects. An appraiser is 
defined in our Standards of Practice 
as “One who has the necessary ana- 
lytical ability, experience, knowledge, 
and judicial temperament to make an 
appraisal,” and in Article 1 of Section 
11 he is expected “in his professional 
capacity” to be absolutely disinter- 
ested and have no pecuniary or “other 
interest in the property or the out- 
come of his appraisal.” As an ap- 
praiser he is a judge of values. He 
must hold the scale so that he can give 
a balanced judgment. Otherwise he 
is a partisan. 


The fairest method seems to be 
payment on a per diem basis regard- 
less of results. If an appraiser is 
known to be fair and reasonable he 
gets a better hearing and his service 
is sought after. Taking a case on a 
contingent fee basis cannot help but 
color the judgment of the appraiser. 
He is not as free an agent as if his fee 
were based upon the service rendered 
without reference to result. If one 
be worthy of his hire his fee should 
not be based upon the success of his 
venture in the mind of another whose 
duty it is to hold the balance on him 
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and his cause—the judgment of the 
Court, for example. 


The only thing an appraiser has to 
sell is his time, his ability to analyze 
real estate, his integrity, his reputa- 
tion; and a contingent fee opens the 
way for attacks upon these. If these 
attacks succeed he soon loses the re- 
sult of his years of character build- 
ing. The busy appraisal expert has 
enough attacks made upon his judg- 
ment every day without having to de- 
fend himself because of his fees. 


In this I assume an appraiser is cor- 
rectly defined in our Standards of 
Practice and is not to be confused 
with one acting as agent for a prop- 
erty owner or his advocate in plead- 
ing for tax reduction. Real Estate 
appraiser and Real Estate agent are 
not synonymous terms. 

A.P. Allingham, M. A. I. 
Buffalo, N. Y., January, 1933. 


Smith — On Contingent Fees for 
Expert Witnesses 


MEMBER of the American Insti- 

tute of Real Estate Appraisers 
should not accept nor desire employ- 
ment as an expert witness in any kind 
of a court case on a contingent fee. 
My reasons are as follows: 


The majority of court cases are 
tried by lawyers who are employed 
on a contingent fee basis. 


An expert witness is similar to a 
law book, in working up the case for 
his client’s lawyer. It may take a 
short time thoroughly to prepare the 
case and it may take a long time, and, 
in my opinion, the fairest way to be 
compensated is on the per diem basis. 

No man who has had experience in 
this kind of employment will deny 
that the most exhaustive study of the 
facts in the case must be made if the 
testimony of the witness is to be effec- 
tive with a jury and no amount of 
time spent in preparing for the case 
is wasted. 


In this way the expert has no finan- 
cial interest in the verdict and can be 
more effective with the jury if his 
answer to the cross-examiner is that 
his employment is on a per diem basis 
for the actual time spent in court and 
in preparing to testify. 


Too often the appraiser working 
under a contingent agreement, 
haunted by the possibility of an ad- 
verse verdict, and tempted by some 
more certain profitable work, will 
digress from the work of thorough 
preparation which may result in his 
client unjustly losing the case. 


We are now building a new organi- 
zation with which we hope to elevate 
and maintain the standards of a great 
profession. In my opinion, one of the 
best ways to perpetuate this Institu- 
tion and maintain its high standards 
and ideals is to adopt, wherever pos- 
sible, a standard rate for employment 
and by a united effort eliminate, as 
far as possible, the contingent fee 
competition. 

Lewis R.Smith, M. A. I. 
Cincinnati, Ohio, January, 1933. 


Allingham — On Contingent Fees for 
Expert Witnesses 


T MUST be noted that in a contro- 

versial matter the appraiser is em- 
ployed by one side or the other, and 
therefore has to contend against the 
assumption by the opposing side that 
his judgment is biased. If it should de- 
velop during the trial of the action 
that his fee depends upon the result, 
that will surely label him at once as a 
partisan. 


A per diem basis or the basis of 
appraisal fees agreed upon by custom 
of the local Board for the service ren- 
dered without regard to the outcome 
cannot be criticized. An appraiser 
should make his charges in line with 
other professional services and not be 
tempted by contingent fees to give 
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unconsidered opinions. If the service 
is worth performing, it should be done 
well or not at all. The fee should be 
high enough to warrant a free expen- 
diture of time in preparation and a 
full measure of supporting data. 
A.P. Allingham, M. A. I. 

Buffalo, N. Y., January, 1933. 


Berry — On Contingent Fees for 
Expert Witnesses 


BELIEVE I have handled as many 
tax appeal cases in Essex County 
as any other man in the county. I 
have obtained this business largely 
because of my experience on the New- 
ark Tax Board for a number of years. 


In handling these cases I do not 
accept them as a Real Estate Broker 
or Appraiser, but as a Tax Expert. 
In many cases it is necessary for me 
to engage outside experts to qualify 
for the values of buildings; and I 
think I am in position to judge the 
question of ethics in tax situations as 
well as anyone else who is doing this 
type of business. 


My personal reaction to this ques- 
tion is that it is not a matter for the 
Institute to consider. 


First, because the question of value 
does not always enter into the testi- 
mony, it being rather a question of 
comparability with other assessments 
and the application of the law in the 
State in relation to these assessments. 
No expert. would accept an assignment 
to appear before any local body to 
ask that adjoining property be raised, 
but would rather appeal upon the real 
value of the property of the owner 
whom he is representing as compared 
to the values placed by the City on 
adjoining properties, showing the dif- 
ference in ratio to value. 


A tax expert who is sincere and 
honest in his business will not attempt 
to reduce the value of a property 
merely to secure a tax reduction, as 
the testimony given in his tax case 
may be very embarrassing to him in 
some other appraisal work, were he 
to consider only the question of a re- 
duction in taxes in order to make his 
fee. 


There seems to be no objection by 
the Courts to lawyers taking a tax 
case or any other case on a contin- 
gent basis. In most of the cases 
where real estate men testify, they 
are paid on a per diem basis; but in 
cases where one holds himself out as 
a tax expert, the matter of compen- 
sation must be different than from the 
regular real estate testimony. 


This is a very big question and I 
think it should be given considerable 
thought before the Institute goes on 
record. 


My personal reaction to it is that 
the Institute should take no action at 
this time on this question and that 
before they do take action there 
should be a differentiation between 
the tax expert and the testimony of 
an appraiser. 


It is the custom of the appraisers 
in New Jersey to charge a fee for 
making an appraisal and a per diem 
charge for appearance in Court. 


I do not think any of the Members 
of Chapter No. 1 have ever based their 
fees in condemnation upon the amount 
of an award. In this particular phase 
of the case,.I would say it would be 
unethical for any Member to testify 
as to the fair market value of a prop- 
erty under condemnation if he were 
interested in getting a fee based upon 
an award of the jury of commission- 
ers. 

John J. Berry, M. A. I. 
Newark, N. J., January, 1933. 
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Definition of Terms 


Levy — On Value 


appearing upon page 3 of the 

Standards of Practice would be 
just as effective if not more so, if the 
words “competitively established 
price” were omitted and the words 
“amount in money” substituted for 
them. I feel that the definition as it 
now stands is somewhat in contradic- 
tion to itself because of the dissimil- 
arity which might exist between any 
present competitively established price 
and the present worth of all rights to 
future benefits. These might be two 
figures quite at variance with each 
other. 


ie my opinion the definition of value 


Under existing economic conditions 
particularly, the item of competition 
is one which in my opinion is practical- 
ly nil. Were the definition in the 
Standards of Practice to govern the is- 
suance of all appraisals of investment 
properties, we would be confined in 
our value estimates to the price which 
might be obtained in the present mar- 
ket so far as that part of the definition 
referring to competitively established 
price is concerned. At the present time 
such a value would undoubtedly be 
established by a very definite lack of 
competition. However, an appraiser 
giving consideration to future benefits 
arising from ownership might find 
himself estimating a value much great- 
er at the present time than that which 
might be obtained by considering only 
so-called competitively established 
prices. 


The price at which a property may 
sell in the market need not necessarily 
reflect the true value of that property. 
We should by now realize that the 
selling prices of four to six years ago 
were not reflections of true value and 
we should similarly realize that the 


prices at which properties may be 
bought in the present market are also 
not reflections of true value. 


It has always been my contention 
that the term “market value” has an 
entirely different meaning than any of 
the terms which are intended to con- 
vey the idea of sound value, true val- 
ue, stabilized value, fair cash value, 
etc. Market value to me means noth- 
ing more nor less than the price at 
which a property might sell within a 
reasonably short period from a given 
date, taking into consideration various 
items such as competition or lack 
thereof, activity of the market or lack 
thereof, etc. In a particularly active 
market, as the result of high pressure 
salesmanship, properties may sell at 
prices far beyond their true value. 
Other circumstances may also exist 
which might cause the purchase of 
properties at prices greater than their 
true values. Such circumstances may 
include a special need for a particular 
property, the necessity for acquisition 
to complete consolidation, etc. 


I am also taking the liberty at this 
time to express myself to the effect 
that many court decisions tend toward 
the opinion that sales prices represent 
the sole criterion of value. I do not be- 
lieve that such confinement to the ap- 
praiser is judicious, as many items oth- 
er than the selling price of a parcel of 
real estate should and must be given 
thorough consideration and analysis 
before the true value of the property 
may be obtained. I feel that the true 
value of a property may be and quite 
often is considerably at variance with 
its market value at a given date. 


It is my opinion that the definition 
of value in the Standards of Practice 
need not particularly concern itself 
with competitively established prices 
and I do not feel that the definition of 
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value needs to include the word “mar- 
ket’’. If the word “‘market” is included, 
then I do not believe we need go fur- 
ther than the phrase “competitively 
established price’’. 


I believe that the definition might 
well read as follows: “The value of a 
property at a designated date is that 
amount in money which represents the 
then present worth of all the rights to 
future benefits arising from owner- 
ship.” 


(U. S. Supreme Court Chief Justice Brew- 
er. C.C.C. & St. L. R. R. vs. Victor M. Bock- 
us, May 26, 1894—154 U. S. 445: “The value 
of property results from the use to which it is 
put and varies with the profitableness of that 
use present and prospective, actual and an- 
ticipated. There is no pecuniary value outside 
of that which results from such use.’’) 


I have evolved a definition of fair 
market value which may be of interest 
to you because it is applicable I be- 
lieve to all classes of property, wheth- 
er it be vacant land, land improved 
with residential or commercial struc- 
tures, leasehold estates, or any other 
class :— 


“Fair market value is the price at 
which a willing seller and a willing 
buyer would agree to trade if both were 
aware of all relevant facts. 


“In other words, this definition pos- 
tulates the existence of a willing seller 
and a willing and able buyer, both fa- 
miliar with the existing conditions and 
with all elements and factors of value; 
both reasonable in their views, acting 
for their own best interests, and each 
willing to make such adjustments in 
his views upon value as might be neces- 
sary to bring about a sale at a reason- 
able amount, fair to both parties.” 


That portion of the Standards of 
Practice which pertains to the “bal- 
ancing of appraisal’ appears to be 
nothing more or less than an opening 
for the appraiser to modify a so-called 
tentative value to meet some precon- 
ceived opinion which he may have had 


concerning the value before he made 
his computations. If the property is an 
investment property producing or cap- 
able of producing annual net returns 
and a forecast has been made of the 
net earnings over the remaining eco- 
nomic life of the improvements then 
there need be no balancing of the ap- 
praisal. If this balancing method is 
used as a means to an end, it has in it 
the possibility of destroying the foun- 
dation of the value, this being the fore- 
cast of net earnings. 


For example —if a property under 
appraisement is considered by the ap- 
praiser as being not improved to its 
highest and best use and the building 
is made residual, producing by this 
process a building value considerably 
lower than the cost of reproduction 
less depreciation, then the balancing 
processes as described in the Stand- 
ards of Practice might produce a to- 
tal value for the property far in excess 
of that justified by the forecast of net 
earnings to the end of the economic 
life of the improvements. 


The last paragraph of this section 
might well be the basis for the entire 
section and with some elaboration and 
explanation of this last paragraph, I 
believe that the balance of this section 
might be eliminated so far as Invest- 
ment Properties are concerned. 

Mark Levy, M. A. I. 
Chicago, Jan., 1933. 


Kissack — On Value and Price 


P= is the amount specified for the 
sale or exchange of a property ex- 
pressed in dollars. The dollar (in the 
United States) is merely the measure 
of price. It is possible to exchange one 
property for another without express- 
ing the measure of each in dollars; in 
such cases the price of one property is 
the other property. 


Price always indicates the property 
is for sale. A property could have con- 
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siderable worth and a high value 
placed upon it but if it were not for 
sale, it would have no price. Many 
qualifying prefixes are used to indi- 
cate the kind of price when the prop- 
erty is offered for sale or actually sold ; 
some of these are cost price, sacrifice 
price, distress price, fair price, inflat- 
ed price, etc. In the sale of a property 
there is the asking price of the seller, 
the offering price of the buyer, and 
the sale price of seller and buyer when 
these two are in agreement. 


Worth is an inherent quality of a 
property which depends upon its 
utility and its scarcity or abundance. 
Each property has its own distinctive 
worth which differs from the worth of 
every other property. Many factors in- 
fluence the worth of a property, such 
as: 


1. Location: Availability of and acces- 
sibility to transportation, school, 
church, and other facilities. 

. Neighborhood: Types of surrounding 
properties; types, nationality, race, 
and standard of living of neighbor- 
hood population. 

. Actual use: Kind of use, size, design, 
efficiency of use, age, condition, de- 
preciation and obsolescence, remain- 
ing life expectancy, and Management. 

. Restriction of use: Zoning ordinances 
and deed restrictions limiting proper- 
ty to specific uses—easements, etc. 


. Tenancy: Type of tenancy, length 


and security of leases. 


. Potential use: Expected higher use of 
the land. Trends and shifts of popu- 
lation. 


. Supply and Demand: Surplus of com- 
parable properties, rates of acquisi- 
tion and absorption. 


. Benefits: All other rights and bene- 
fits arising from the property. 


Worth is not expressed in dollars; it 
springs from the property itself. Only 
a complete analysis of all of these fac- 
tors can determine the real utility and 
the relative scarcity of a particular 
property. A property without utility, 
like the well-known office building in 


the desert, or with unlimited supply 
like the air, has no worth. Before ap- 
praising or fixing the value of a prop- 
erty, its worth must be determined. 


Value is the opinion, estimate, or 
appraisal of the worth of a property ex- 
pressed in dollars. No property posses- 
ses value in itself. Value is placed up- 
on it by somé person or persons. “‘A”’ 
and “B” may have entirely different 
opinions as to the worth of a property 
and each arrive at a different value 
for it. The more accurate the various 
items of worth of a property are col- 
lected, classified, and analyzed and 
the more exact and logical are the pro- 
cedure and technique used in forming 
a judgment, the more proper and 
sounder will be the determined value. 

Major A. B. Kissack. 
St. Louis, Mo., Jan., 1933. 


Rogers — On Value and Price 


HERE is no question that consider- 

able misunderstanding exists be- 
tween one person and another due to 
their individual interpretation of valwe 
as used in appraisal work. In order to 
facilitate business, some index of the 
comparative commercial merit of real 
estate was and is necessary. 


The word value came into use; but 
this word’s meaning is elusive in na- 
ture unless exactly qualified, being 
subject to wide interpretation, and 
having definitions which vary to a con- 
siderable extent. It would be helpful 
to those who have occasion to use ap- 
praisal reports and are not familiar 
with the technicalities involved if 
some phrase could be devised to iden- 
tify the value indicated without 
lengthy explanation. The two most 
widely accepted definitions are as fol- 
lows: 


1. Value—“Fair cash market 
value is an expression, in mon- 
ey, of the meeting of the 
minds of the buyer willing but 
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not compelled to buy and the 
seller willing but not compelled 
to sell.” 


This definition is generally ac- 
cepted, mainly by the legal 
profession, as a true definition 
of value. The amount ex- 
pressed here is mainly of a 
current nature, no particular 
emphasis placed on trends, 
and comes a great deal closer 
to defining the Fair Market 
Price. 


Value—“‘The present worth 
of all rights to future benefits 
arising from ownership.” 


This amount would undoubt- 
edly be the value if the future 
benefits could be closely esti- 
mated. Unfortunately, such is 
not the case. It would be quite 
possible and fairly accurate to 
make an estimate of value un- 

der this definition if it were 
' made on a retrospective basis, 
say as of some date twenty 
years ago. Knowing all of the 
intervening history, events, 
and factors which have affect- 
ed the property, the benefits 
could be measured and re- 
duced to a worth as of that 
prior date and the value close- 
ly estimated. 


All that is humanly possible 
under this definition is to 
make a study of factors and 
trends and make such assump- 
tions and hypotheses as are 
consistent with reason, esti- 
mate the future benefits and 
reduce them to an expression 
of present worth. That the re- 
sultant amount is derived by 
theoretical procedure is ap- 
parent, and that errors will be 
proved through the lapse of 
time is also apparent. Never- 
theless, no sound judgment 
can be exercised unless con- 


sideration is given to future 
trends. 


It is evident that the number or in- 
dex wanted called value takes into 
consideration both of thesé angles, — 
current prices where property is ex- 
changed in a free market and more or 
less justified amounts wherein chang- 
es in value levels are anticipated. 
There is considerable doubt in my 
mind that the use of value as an ex- 
pression and without qualification 
combined with dollars to identify the 
comparative commercial merits of 
real estate parcels is advisable. It has, 
by usage, come to mean continuity; it 
is forceful and lends emphasis to a 
number which is an estimate. 


There is no doubt that the number 
required should express the relative 
degree of merit, in dollars, from a 
commercial exchange basis in which 
both market conditions and future ex- 
pectancy should be taken into account. 


In casting about for a phrase which, 
while expressing the same amount, 
qualifies the word value with its am- 
biguous definitions and dangerous in- 
timation of continuity by those who 
would use it inadvisably, we come to 
the following: 


Price is merely a handle to a num- 
ber expressing dollars; it can be either 
high or low, high today, low tomor- 
row, strictly a current proposition, and 
generally understood as such. 


“Price” is insufficient, however; 
and, if qualified with market —thus, 
market price—takes on more mean- 
ing, introducing the idea of universal 
exchange rather than individual ex- 
change. It remains, however, a cur- 
rent proposition largely disregarding 
trends. 


“Market Price’”’ is insufficient, so the 
word justified is added—thus, justified 
market price—introducing the idea 
that consideration has also been given 
to future trends and that judgment 
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has been exercised-in this qualifica- 
tion. 


To be complete and accurate, the 
word estimated is prefixed to denote 
the term is an estimate—thus, estimat- 
ed justified market price—and this 
amount is the index required for the 
purpose we have in mind. At the same 
time, we have not stated that it is the 
value, with all the diversified mean- 
ings the word has come to mean, im- 
plied. 


If the phrase is used as follows— 
value (estimated justified market 
price) —it should more accurately 
give those who have reason to use ap- 
praisal reports a more definite opinion 
of the number expressed. 


To Appraisers, such a term would 
mean no less effort accurately to guage 
the same, yet it would lessen the ap- 
prehension felt due to lack of uniform 
interpretation of value and it would 


also lessen the degree of hardness 
when circumstances required a change 
in the number illustrated. 


To others who refer to appraisal re- 
ports, it should put them on their 


& 


& 


guard that the number given is subject 
to change, that it means just what it 
says, nothing more, nothing less— 
value (estimated justified market 
price). 


The absence of such a term has re- 
sulted in misunderstandings to the 
point where practically no informed 
person will seriously accept a valua- 
tion unless considerable knowledge of 
the person who estimates the value is 
known. 


It would be more reserved and more 
truthful for Appraisers to furnish esti- 
mates of justified market prices rather 
than values in view of the foregoing. 
Since this is what we have been 
attempting to give for some time and 
called them values, it appears advis- 
able to qualify value as indicated, as it 
will reduce misunderstanding. 


Whether or not this phrase is satis- 
factory and sufficient is unknown, but 
we merely make this suggestion for 
such consideration as it may deserve. 


F. E. Rogers. 
Chicago, Illinois, Feb. 15, 1933. 


& 








Standard By-Laws for Local Chapters 


Article I. Objects 


SECTION 1. The objects of the Chapter 


shall be: 


a) The advancement of the science of 
appraising and evaluating interests 
in real property; 

b) The fostering of knowledge, of in- 
tegrity, and the fair and accurate 
judgment of value of real property; 


c) The professional advancement of its 
members; 

d) The promotion of technical and sci- 
entific discussion among its members; 


e) The promotion and propagation of 
sound, proper, and ethical practices; 


f) To promote adherence to the Stand- 
ards of Practice and Code of Ethics 
of the American Institute of Real Es- 
tate Appraisers. 


Article II. Membership 


SECTION 1. Membership in the Chapter 
shall be divided into the same grades and 
shall, in general, carry the same respective 
privileges as membership in the American In- 
stitute of Real Estate Appraisers of the Na- 
tional Association of Real Estate Boards. 


SEcTION 2. Membership in the American 
Institute of Real Estate Appraisers of the 
National Association of Real Estate Boards 
shall be the sole qualification for membership 
in the respective corresponding grades in the 
Chapter. 

SECTION 3. No individual may be retained 
as a member of the Chapter, if for any rea- 
son his membership in the American Institute 
of Real Estate Appraisers of the National As- 
sociation of Real Estate Boards is terminated. 


Article III. Dues 


SECTION 1. Subsequent to their election, 
Members shall not be entitled to a Member- 
ship-Identification Card or any other benefits 
until the initiation fee, if any, and dues for 
at least twelve months have been received by 
the Chapter. Failure to make such payments 
within ninety days of notice of election shall 
void the election to membership. 

SECTION 2. All dues become payable on 
January 1st of each year and in case of mem- 
berships accepted subsequent to that date, 
dues for the second year will be adjusted on 
a quarterly pro-ration. 

SECTION 8. Annual membership dues of 
Members shall be $ 


SECTION 4. Annual membership dues of 
Affiliates shall be $ 
Article IV. Identification Card 


SECTION 1. Each Member shall receive an- 
nually from the Treasurer of the Chapter an 


Identification Card, which shall serve as re- 
ceipt for dues for the current fiscal period. 


SECTION 2. Membership identification 
cards shall be promptly returned to the Sec- 
retary of the Chapter when the membership 
of the individual to whom it is issued shall 
for any reason be terminated. 


SEcTION 3. Affiliates shall receive proper 
acknowledgment upon receipt of dues. 


SECTION 4. Each application for admis- 
sion shall be accompanied by one year’s dues 
for the grade to which the candidate seeks 
admission. Should the application be rejected, 
this deposit shall be refunded. 


Article V. Nomenclature 


SECTION 1. All Members of the Chapter 
may identify themselves by the words ‘“Mem- 
ber Chapter No. ........ American Institute of 
Real Estate Appraisers,” on office signs, let- 
terheads, business cards and any other’ pro- 
fessional forms providing the same shall be 
dignified and satisfactory to the Executive 
Council and in accordance with the rulings 
of the American Institute of Real Estate Ap- 
praisers of the National Association of Real 
Estate Boards. 


SECTION 2. Affiliates shall not be permit- 
ted professional identification with the Chap- 
ter. 


Article VI. Executive Council 


SECTION 1. The governing power of the 
Chapter shall be vested in an Executive Coun- 
cil, consisting of the President, Vice Presi- 
dent, Secretary, and Treasurer, together with 
such Members of the Governing Council of 
the American Institute of Real Estate Ap- 
praisers of the National Association of Real 
Estate Boards who shall be Members of this 
Chapter, and in addition thereto the chairman 
of standing committees who shall be appoint- 
ed by the President of the Executive Council. 


SECTION 2. The President, Vice President, 
Secretary, and Treasurer of the Chapter shall 
also be respectively the President, Vice Presi- 
dent, Secretary, and Treasurer of the Execu- 
tive Council and shall be elected at each an- 
nual meeting to serve for one year. Their 
duties shall be such as pertain to their respec- 
tive offices. The President of the Executive 
Council shall have the power to appoint the 
chairmen of all standing committees, by and 
with the advice and consent of the Executive 
Council. 


Article VII. Nominating Committee 


SECTION 1. The Nominating Committee 
shall consist of five Members who shall be 
elected by ballot at the meeting preceding 
the annual meeting at which the election of 
officers shall take place. 
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SECTION 2. It shall be the duty of the 
Nominating Committee to nominate at least 
one Member for each office; these nomina- 
tions shall then be reported to all members of 
the Chapter at least two weeks prior to the 
annual meeting. Additional nominations may 
be made by petition signed by at least three 
Members in good standing, providing such 
nominations shall be in the hands of the Sec- 
retary of the Chapter at least five days prior 
to the annual meeting. The report of the 
Nominating Committee and any additional 
petitions for nomination shall be presented 
at the annual meeting at which the elections 
are to take place. 


Article VIII. Meetings and Quorums 


SEcTION 1. The annual meeting of the 
Chapter shall be held within one month fol- 
lowing the annual meeting of the American 
Institute of Real Estate Appraisers of the 
National Association of Real Estate Boards. 


SECTION 2. Other meetings may be called 
by the Executive Council from time to time. 


SECTION 8. All meetings shall be open to 
all Members and all Affiliates. Affiliates shall 
be entitled to the privilege of the floor; but 
only Members shall vote or hold office or 
serve on Committees. 


SEcTION 4. Fifty per cent (50%) of the 
Members of the Chapter shall constitute a 
quorum at any meeting, provided that they 
must be present in person and in good stand- 
ing, and that at least one week’s notice of the 
meeting shall have been given by the Secre- 
tary. 


SEcTION 5. All members are to be notified 
by mail, sent out at least one week prior to 
the date of any meeting, of any decisions to 
be made at that meeting. Any decisions made 
without such prior notice shall not be final 
until confirmed at a subsequent meeting fol- 
lowing due notice of the action to be con- 
sidered. 


Article IX. Standing Committees 


SECTION 1. The standing committees shall 
include a Membership Committee and a Com- 
mittee on Standards of Practice and Ethics. 


SEcTION 2. Each of the standing commit- 
tees shall consist of three or more Members 
of the Chapter and shall be annually appoint- 
ed by the President of the Execuitve Council. 


SECTION 3. The duties of these Commit- 
tees shall be specifically defined by the In- 
structions which they shall receive from time 
to time from the Executive Council. 


SECTION 4. By and with the advice and 
consent of the Executive Council, the Presi- 
dent shall appoint such special committees as 
from time to time should prove necessary. 
The duties of these special committees shall 
be specifically defined. 


Article X. Amendments 


SECTION 1. These By-Laws may be amend- 
ed at any meeting by a two-thirds vote of all 
the Members in good standing, providing ten 
days’ notice shall have been given together 
with a copy of the proposed amendment, and 
provided further that such amendments are 
approved by the Governing Council of the 
American Institute of Real Estate Appraisers 
- =~ National Association of Real Estate 

oards, 


¢ ¢ ¢ 


Digest of the Proceedings of 
the Annual Meeting 


Tuesday, January 24, 1933 


The Governing Council convened in the 
New Willard Hotel, Washington, D. C., at 
2:00 P. M., with President Philip W. Knis- 
kern of New York City, presiding. 


Minutes of the preceding meeting were 
read and approved. 


The following membership and financial 
report was read and approved: 


1. Number of Members as of De- 
cember 31, 1932 


Number of Affiliates as of De- 
cember 31, 1932 


Number of Non-member 
scribers to “The Journal” 


sub- 


Balance, January 1, 1932 
Income, January 1—December 
31, 1933 


$9,583.71 
Expenditures in 1932 
Balance, December 31, 1932.... 2,966.13 


E. L. Ostendorf of Cleveland, Ohio, report- 
ed for the Committee on By-Laws, stating 
that no changes or additions were being con- 
sidered at the present time. The report of 
the Committee was approved. 


Walter S. Schmidt of Cincinnati, Ohio, and 
Herbert U. Nelson of Chicago, appeared be- 
fore the Governing Council and asked for an 
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expression of opinion as to certain phases of 
the proposed tax program of the National 
Association of Real Estate Boards. 


Mark Levy and Harry Grant Atkinson of 
Chicago, made verbal reports for the Publi- 
cations Committee stressing particularly the 
desirability of securing additional non-mem- 
ber subscribers and some acceptable adver- 
tising at an early date. The report of the 
Committee was approved. 


Joseph B. Hall of Cincinnati, Ohio, report- 
ed for the Committee on Appraisal Proced- 
ure. The Governing Council directed that the 
report be accepted, mimeographed, and 
mailed to all Members of the Institute. 


Ralph D. Baker of Camden, New Jersey, 
reported for the Committee on Ethics. The 
Governing Council directed that the report 
be accepted, mimeographed, and mailed to all 
Members of the Institute. 


The Governing Council ruled that the 
membership certificate of Members shall not 
be reproduced for advertising or any other 
purposes. 


The Governing Council directed that a let- 
ter be sent to all Members suggesting, but 
not’ requiring, that copies of letterheads, 
business cards, or other advertising material 


carrying reference to membership in the In- 
stitute, be submitted to the Ethics Commit- 
tee for approval before being printed. 


J. Alvin Register of Jacksonville, Florida, 
reported for the Committee on Local Chap- 
ters, recommending: 


1. That the By-Laws of New Jersey 
Chapter 1 be approved as submitted. 


2. That the By-Laws of, Florida 
Chapter 2 be approved as submitted. 


8. That a Charter for a local Chapter 
be granted to Members of the Institute 
doing business in the State of Ohio, jur- 
isdiction co-extensive with the political 
boundaries of the State of Ohio. 


4. That a Charter for a local Chap- 
ter be granted to Members of the Insti- 
tute doing business in the Metropolitan 
district of New York City, jurisdiction 
co-extensive with the political boundaries 
of the Boroughs of Bronx, Queens, 
Brooklyn, Manhattan, and Richmond, 
and the Counties of Westchester, Nas- 
sau, Suffolk, and Kings. 


5. That a Charter for a local Chap- 
ter be granted to Members of the Insti- 
tute doing business in the State of Cali- 
fornia, jurisdiction co-extensive with the 
political boundaries of the State of Cali- 
fornia. 


6. That no Charter be granted to 
Affiliate members of the Honolulu Realty 
Board. 


The recommendations of the Committee on 
Local Chapters were unanimously approved 
and Charters granted for the founding of 
local chapters in Chio, Metropolitan New 
York City, and the State of California, with 
reservation of the right to divide the respec- 
tive jurisdictions of these Chapters and found 
additional Chapters whenever such action 
may, in the judgment of the Governing Coun- 
cil, be desirable. 


Bracton Goldstone of New York City, re- 
ported for the Membership Committee. The 
report of the Committee was unanimously ap- 
proved. 


The Governing Council ruled that all Mem- 
bers of the Realtor Secretaries Division be 
put on the mailing list to receive complimen- 
tary subscriptions to The Journal of the 
American Institute of Real Estate Appraisers 
for a period of one year. 


The Governing Council authorized Presi- 
dent Kniskern to appoint a Nomination Com- 
mittee for the year 1933. 


There being no further business, the Coun- 
cil adjourned at 5:00 P. M. 


Wednesday, January 25, 1933 


The Institute convened in the New Willard 
Hotel, Washington, D. C., at 9:30 A. M., with 
President Philip W. Kniskern of New York 
City, presiding. : 


Max Tieger of Elizabeth, New Jersey, 
spoke on “The Appraisal of a Two-Story 
Business Building — 100% Location.”’ 


George H. Gray of Brooklyn, New York, 
read a paper prepared by Ivan A. Thorson of 
Los Angeles, California, commenting on the 
Capitalization Rate Used in Mr. Tieger’s ap- 
praisal. 


Mr. Willis of Boston, Massachusetts, read 
a paper prepared by George L. Schmutz of 
Los Angeles, California, also commenting on 
the Capitalization Rate Used in this ap- 
praisal. 


Mr. Cuthbert E. Reeves of Buffalo, New 
York, presented a manuscript contributing to 
the discussion, as did also Mr. Bracton Gold- 
stone and President Kniskern of New York 
City. 

The following contributed to the discussion 
on “The Prophetic Analysis of Future Bene- 
fits” in connection with Mr. Tieger’s apprais- 
al report: William H. Ballard of Boston, Mas- 
sachusetts; Frank D. Hall, New York City 
(through a paper read by Joseph B. Hall of 
Cincinnati, Ohio); Carlton Schultz of Cleve- 
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land, Ohio; Walter R. Kuehnle of Chicago; 
and Cyril R. DeMara, Hamilton, Ontario, 
Canada. 


The following contributed to the discussion 
on “Should the Land Value Be Made Residual 
to the Improvement or the Improvement Re- 
sidual to the Land” in connection with Mr. 
Tieger’s report: George H. Gray, Brooklyn, 
New York; Morris Goldfarb, Perth Amboy, 
New Jersey; Cyril R. DeMara, Hamilton, On- 
tario, Canada; Philip W. Kniskern, New 
York City; Carlton Schultz, Cleveland, Ohio; 
Burton Thompson, Elizabeth, New Jersey; 
Bracton Goldstone, New York City; A. C. 
Houghton, Washington, D. C.; and Cuthbert 
E. Reeves, Buffalo, New York. 


The following contributed to a discussion 
on “How Should the Value of Vacant Land 
Be Determined Today”: Walter S. Schmidt, 
Cincinnati, Ohio; and Walter R. Kuehnle, 
Chicago, Illinois. 


The following contributed to a discussion 
on the topic “Should a Member of the Insti- 
tute Who Represents Clients in Matters of 
Tax Appeals Accept Fees on a Contingent 
Basis?”: Ralph D. Baker, Camden, New Jer- 
sey; Lewis R. Smith, Cincinnati, Ohio; A. P. 
Allingham, Buffalo, New York (through a pa- 
per read by Maurice F. Reidy of Worcester, 
Massachusetts); and Harry E. Gilbert, Balti- 
more, Maryland. 


The following contributed to a discussion 
on the topics ‘What Constitutes a Dishonest 
Appraisal’’; ‘How Should Dishonest or Whol- 
ly Unwarranted Opinions Be Dealt With”; 
and “How Shall We Determine When an 
Opinion or Valuation is Wholly Unwarrant- 
ed”: Mark Levy, Chicago, Illinois; and A. N. 
Gitterman of New York City (through a pa- 
per read by Philip W. Kniskern of New York 
City). 


The following contributed to a discussion 
on “How to Use the Term M. A. I. in. Ap- 
praisal Reports and on Letterheads when the 
Individual Member is a Member of a Firm”; 
and “The Use of the Institute Emblem”: Per- 
cival V. Bowen, Buffalo, New York (through 
_ @ paper read by Bracton Goldstone of New 
York City); George H. Gray, Brooklyn, New 
York; and E. L. Ostendorf, Cleveland, Ohio. 


Joseph B. Hall of Cincinnati, Ohio, led a 
discussion on “Questions of Standards of 
Practice.” 


The following contributed to a discussion 
on “Definition of Value’: Mark Levy, Chica- 
go, Illinois; and Delbert S. Wenzlick, St. 
Louis, Missouri. 

There being no further business to come 


before the Institute, the meeting adjourned 
at 5:15 P. M. 


Friday, January 27, 1933 


The Governing Council convened at the 
New Willard Hotel, Washington, D. C., with 
President Philip W. Kniskern, New York 
City, presiding. 

Frank H. Taylor, East Orange, New Jer- 
sey, reported for the Admissions Committee, 
recommending that the following candidates 
be elected to the grade of Member: 


George Baur, Brooklyn, N. Y. 

Hal Forrester Coombs, Providence, R. I. 

Irving I. Rosenbaum, New York City, N. Y. 

Morton J. Luchs, Washington, D. C. 

Frank B. Fay, Jr., Butler, N. J. 

A. K. Hornof, Chicago, II. 

George L. Atkins, Trenton, N. J. 

D. E. C. Somers, Jersey City, N. J. 

P. Lincoln Mitchell, Cincinnati, Ohio. 

James J. Grogan, Cincinnati, Ohio. 

Howard R. Burgess, Cincinnati, Ohio. 

Philip N. Arnold, Philadelphia, Pa. 

Mr. Taylor reported that action had been 
deferred on several applications, and that 
Arnold DeWolf Arnold of Elizabeth, New 
Jersey, had withdrawn his application. 


The report of the Admissions Committee 
was unanimously approved and the candidates 
recommended for admission to the grade of 
Member were duly elected. 


Friday, January 27, 1933 


The Institute convened in the New Willard 
Hotel, Washington, D. C., at 9:00 A. M., with 
President Philip W. Kniskern, New York 
City, presiding. 

Captain Henry Wolfson, Vice President in 
charge of Real Estate, F. & W. Grand-Silver 
Stores, Inc., New York City, delivered an ad- 
dress on “Percentage Leases.” 


Francis K. Stevens, Vice President of 
Brown, Wheelock, Harris & Company, Inc., 
New York City, delivered an address on ‘‘What 
Are the Appraiser’s Duties Today as to Val- 
ues.” 

Harry G. C. Williams, President of the 
Philadelphia Real Estate Board, Philadelphia, 
Pennsylvania, delivered an address on “‘Build- 
ing for the Ages.” 


The following contributed to a discussion 
on “The Influence of Taxes Upon Real Estate 
Values”: J. W. Graham, Nashville, Tennessee; 
Arthur S. Kirk, Des Moines, Iowa; W. S. 
Guilford, Sacramento, California (through a 
paper read by one of the members present; 
and Edward M. Ashton, Salt Lake City, Utah 
(through a paper read by Dr. Arthur J. 
Mertzke of Washington, D. C.). 


There being no further businéss to come 


before the Institute, the meeting adjourned 
at 5:00 P. M. 


oe ¢ ¢ 





New Members 


At the Regular Quarterly Meeting of the 
Governing Council, held in Washington, D. C. 
on January 27, 1933, the following were 
elected to the grade of Member in the Amer- 
ican Institute of Real Estate Appraisers: 


Morton J. Luchs, Washington, D. C. 


Born in Washington, D. C.; Vice-President 
and Treasurer, Shannon & Luchs Com- 
pany; Vice-President and Treasurer, Shan- 
non & Luchs Development Company; Di- 
rector, Real Estate Title Insurance Com- 
pany; Active member, Washington Real 
Estate Board; member, Washington Board 
of Trade; member, Washington Chamber 
of Commerce; lecturer on real estate sub- 
jects in the Washington Y.M.C.A. school; 
real estate experience covers a period of 
31 years. 


. C. Stewart, Orlando, Florida 


Active member, Orlando, Florida Realty 
Board; Florida representative, Thorpe 
Brothers, Minneapolis, Minn.; agent, Moe- 
Bridges Company, Milwaukee; agent, Mo- 
bricon Company, Milwaukee; representa- 
tive, John V. C. Hegeman, Glen Head, L. 
I., N. Y.; twelve years experience in the 
general real estate business. 


A. K. Hornof, Chicago, Illinois 


Born in Chicago, IIll.; Vice President, Har- 
ry S. Cutmore and Associates, Inc.; for- 
merly with the American Appraisal Com- 
pany; formerly with Ford, Bacon & Davis, 
Inc.; recently manager of the New York 
and Chicago offices of the Manufacturers 
Appraisal Company; active member, Chi- 
cago Real Estate Board. 


Frank B. Fay, Jr., Butler, N. J. 


Born in Philadelphia, Penn.; Active mem- 
ber and past President, Morris County 
Real Estate Board; 5 years on executive 
committee, New Jersey Association of Real 
Estate Boards; Treasurer, New Jersey 
Assn. of Real Estate Boards; appraiser for 
North Jersey District Water Supply Com- 
mission, the Federal Water Company, the 
Jersey Central Railroad Company, and the 
Ledgerwood Company; President, Fayson 
Lake, Inc.; Director and appraiser, Pomp- 
ton Title & Mortgage Co.; appraiser, New 
Jersey State Highway Commission; ap- 
praiser, Passaic Valley Water Commission ; 
former appraiser and estimator for the 
City Mortgage Company of Newark. 


D. E. C. Somers, Jersey City, N. J. 


Born in Jersey City, N. J.; Active member 
and President, Jersey City Real Estate 
Board; President, Veterans Building and 
Loan Assn. of Jersey City; 15 years real 
estate experience of which past 7 years 
have been devoted primarily to appraisal 
work. 


George L. Atkins, Trenton, N. J. 


Born in Asbury Park, N. J.; Active mem- 


_ ber, Trenton Real Estate Board; Vice- 


President and Treasurer, Colonial Land 
Company; Secretary and Treasurer, West- 
over Corporation; President, Trent Build- 
ing and Loan Association; member, Exec- 
utive Committee, Trenton Mortgage & 
Title Guaranty Company; Chairman, 
States Council of the National Association 
of Real Estate Boards; member, Board of 
Directors, National Association of Real 
Estate Boards. 


George Baur, Brooklyn, New York 


Born in Brooklyn, N. Y.; Associate mem- 
ber, Brooklyn Real Estate Board; makes 
independent appraisals for realty compan- 
ies and individuals; President, Kings Post 
Realty Co., Inc.; Secretary, Forbro Realty 
Co., Inc.; from 1920-30 in charge of Ap- 
praisal Department, U. S. Mortgage and 
Trust Company, New York City. 


Irving I. Rosenbaum, New York, N. Y. 


Born in New York City; Vice President, 
Schulte Retail Stores Corp.; Vice-Presi- 
dent Schulte Real Estate Company, Inc.; 
appraiser for the City of New York; Asso- 
ciate member, Long Island Real Estate 
Board; active in real estate business for 
over twenty years; has purchased and sold 
over $100,000,000.00 worth of realty. 


Howard R. Burgess, Cincinnati, Ohio 


Born in Cincinnati, Ohio; Class “B’’ mem- 
ber, Cincinnati Real Estate Board; Secre- 
tary-Treasurer, The Burgess, Droege & 
Spilker Company; specializes in business 
and industrial property in Cincinnati. 


James J. Grogan, Cincinnati, Ohio 


Born in Cincinnati, Ohio; Vice-President, 
The Fred’k. A. Schmidt Company; Assis- 
tant-Secretary, The Leibold-Farrell Build- 
ing Company; Secretary, The Ingalls 
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Building Company; Secretary, The Cincin- 
nati Land Shares Company; Secretary, 
Quality Homes, Inc.; Treasurer, Bell Build- 
ing Company; Secretary, The Leelanau 
Realty Company; Secretary, The South- 
western Ohio Realty Company; Secretary, 
The Thos. B. Punshon Engineering Com- 
pany; Asst. Secretary-Treasurer, George 
L. Rack, Inc.; Secretary, John Bunker, 
Inc.; class “‘B’’ member, Cincinnati Real 
Estate Board; past President, Cincinnati 
Real Estate Board; served on Committee 
of three which appraised all of the land in 
Hamilton County in 1931 for tax purposes; 
in business continuously since December 
1, 1908 with Fred’k. A. Schmidt Company. 


. Lincoln Mitchell, Cincinnati, Ohio 


Born in Newport, Kentucky; Vice-Presi- 
dent, The Fred’k. A. Schmidt Company; 
Officer and Director in, The Cincinnati 
Land Shares Company, The Ingalls Build- 
ing Company, The Thomas B. Punshon En- 
gineering Company, The Leibold-Farrell 
Building Company; President, The Robert 
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Actual Appraisal Reports) NATIONAL 


REALTY VALUATION CORPORA- 
TION. N. R. E. J. February, 1933, p. 46. 
$1.20. Valuation of Philadelphia hotel 
and apartment property for purposes of 
securing tax reduction. 


Actual Appraisal Reports: Industrial Proper- 


ty. P. C. LOEBER, N. R. E. J. November 
1932, p. 47. $1.20. Mr. Loeber is a well 
known Chicago Realtor and former vice- 
president of the National Association. 


Application of the Square Foot Measure to 


Apartment Rents. A. B. KISSACK. B. O. 
& B. November 1932, p. 13. $0.45. Mr. 
Kissack is associated with the Real Es- 
tate Analysts, Inc. of St. Louis which is 
specializing in realty economics. 


Appraisal of a Gas Station Site. D. D. SAY- 


ER, JR. N. R. E. J. January, 1933, p. 49. 
$1.20. An address before the recent Del 
Monte Convention of the California 
Real Estate Association. 


Appraising Industrial Property. L. B. 
BEARDSLEE. M. R. February, 1938, p. 
56. $0.70. Written by the new Chairman 
of the Industrial Property Division of 
the National Association. 








¢ 





Current Articles 


Mitchell Mfg. Co.; Director, The Cincin- 
nati Ice Mfg. & Cold Storage Co.; Treas- 
urer, The Cincinnati Music Hall Associa- 
tion; class “‘B’? member, Cincinnati Real 
Estate Board. 


Philip N. Arnold, Philadelphia, Pa. 


Born in Bridgeton, N. J.; Active member 
and past President, Philadelphia Real Es- 
tate Board; President, National Realty 
Valuation Corporation; Vice President, 
Preferred Mortgage Guaranty Company; 
member Advisory Committee, Philadelphia 
Real Estate Board; Chairman Finance 
Committee, Pennsylvania Real Estate As- 
sociation; past Chairman, Appraisal Com- 
mittee, Philadelphia Real Estate Board. 


Hal Forrester Coombs, Providence, R.I. 


Born in Cherokee, Ia.; Affiliate member, 
Providence Real Estate Exchange; con- 
sulting engineer, Washburn Wire Co. of 
Delaware; member, American Association 
of Engineers. 









The Capitalization Rate of Income Property 


Appraisals. A. J. MERTZKE. R. & B. G. 
January 7, 1933, p.3. $0.70. Dr. Mertzke, 
a former member of the staff of the Na- 
tional Association of Real Estate Boards, 
is now Economist for the Federal Home 
Loan Bank Board, Washington, D. C. 


Changing Land and Building Values in the 


Chicago Wholesale District. J. E. BUR- 
TON. S. M. January, 1933, p. 10. $0.45. 
Mr. Burton is on the staff of The Insti- 
tute for Economic Research, Northwest- 
ern University. 


Current Operating Costs With Reduced In- 


come — Apartment Houses. C. K. KER- 
BY. B. O. & M. August, 1932, p. 138. 
$0.45. The author has devoted the major 
part of his time for the past eight years 
in the appraising of commercial proper- 
ties. 


Current Operating Costs with Reduced In- 


come — Office Buildings. C. K. KERBY. 
B. O. & M. September 1932, p. 13. 
$0.45. Number two in a series of articles 
by a well known appraiser. 


The Economic Importance of Competent Ap- 


praisals. H. S. CUTMORE. E. February 
24, 1933, p. 5. $0.30. Mr. Cutmore is 
Chief Deputy Assessor of Cook County. 
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The Economics of Building Management. W. 
J. LAWLOR. B. O. & M. July 1932, p. 
15. $0.45. Building management has a 
very definite connection with the older 
departments of our industry, such as 
brokerage, selling, appraising and own- 
ing. Unfortunately, a number of brokers 
and even some appraisers, have not kept 
abreast of the development of the man- 
agement functions. 


Land Values That Pay Profits. E. H. KLA- 
BER. R. E. January 7, 1933, p. 16. 
$0.30. Mr. Klaber says ‘“Over-valuation 
of land has stagnated the market. Lower 
pricing will quicken realty activity and 
make logical profits possible for the de- 
veloper.” 

Liberalizing Appraisals to Remove Pressure 
on Mortgages. P. A. STONE. R. & B. G. 
November 26, 1932, p. 5. $0.70. Efforts 
of the Consulting Committee on Real 
Estate and Mortgages to the Reconstruc- 
tion Finance Corporation in the Second 
Federal Reserve District. 

A New Generation of Land Values. W. R. 
KUEHNLE. R. E. February 25, 1933, p. 
9. $0.30. R. E. March 4, 1933, p. 13. 
$0.30. In these articles Mr. Kuehnle ties 
together the current situation in the 
country with land values. 


1931 Apartment House Experience Exchange 
Report. D. S. WENZLICK. S. M. Janu- 
ary 1933, p. 21. $0.45. 47 apartment 
buildings submitted 1931 statements cov- 
ering the operation of 1,980 apartments. 

Obsolescence Insurance For Buildings. J. C. 
KNAPP. B. O. & M. November 1982, p. 
24. $0.45. Such insurance is already in 
use in Europe and a $250,000 policy has 
just been written in Chicago on a print- 
ing plant. ‘ 

Realty and Business Cycles. JULIUS KLEIN. 
B. I. November 1932, p. 30. $0.70. An 
address by the Assistant Secretary of 


Commerce, before the North Philadel- 
phia Realty Board at Philadelphia, Pa. 
November 12, 1932. 

Reminders For May First. L. T. CLARK. B. 
I. April, 1932, p. 28. $0.70. An analysis 
of the rental rates of office buildings. 

Rent Money No Match for Costs. ARTHUR 
KRUGGEL. R. E. February 4, 1933, p. 
15. $0.30. Comparative figures on seven 
properties, covering the years 1931 and 
1932. 

This Thing Called “Value”. R. E. THOMP- 
SON. N. R. E. J. December 1932, p. 29. 
$0.70. Mr. Thompson is an appraiser of 
recognized standing and ability and the 
author of several articles. He presents 
here several new concepts of value and 
takes issue with certain practices that 
have been common in the past. 

Trends Affecting Urban Real Estate Values. 
H. A. BABCOCK. E. December 16, 1932, 
p. 5. $0.30. Why the conversion of land 
from a lower to a higher use and the dis- 
persion of buildings or types of occu- 
pancy within any given area of a city 
determine the trends which affect city 
real estate values. 

What Does It Cost to Operate Apartment 
Buildings? N. R. E. J. January 1933, p. 
32. $1.20. Analysis of income and ex- 
pense figures on 36 buildings, 2 to 45 
flats, walk-up, unfurnished, housekeep- 
ing. 

What Does It Cost to Operate Multi-story 
Apartments? N. R. E. J. February 1933, 
p. 50. $1.20. Operating experience of 8 
multi-story, unfurnished buildings ana- 
lyzed. 

Winning Appraisal Report in California An- 
nual Contest at State Convention, Octo- 
ber 1932. C. R. E. M. November 19382, 
p. 27. $0.45. C. R. E. M. December 1932, 
p. 25. $0.45. Appraisal report on an 
eight-unit furnished apartment building 
by the Pasadena Realty Board. 
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The full names of the magazines indicated by initials on these pages are given below: 
Building Owner and Manager 





Copies of the magazines in which these articles appear may be secured from the Library of the 
National Association of Real Estate Boards, 59 East Van Buren St., Chicago, Ill. The price listed in- 
cludes the price of the magazine and a small service charge for mailing and postage. Subscriptions 
may also be placed with the National Association. 
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Book Reviews 


Kniskern, Philip W. REAL ESTATE AP- 
PRAISAL AND VALUATION. New 
York: The Ronald Press, 1933. 532 p. 
$6.00. 


T= advance made the past few years in 
the science, or perhaps we should say the 
business of appraising real estate, has not 
only added much to our knowledge of that 
subject but it has stimulated the average ap- 
praiser to a study of this work. 


It has added to the appraiser’s own con- 
fidence; and, undoubtedly, it has brought 
prestige to those whose work has shown the 
result of their study. 


The great majority of our appraisers a 
few years ago were groping about looking 
for light. They were developing their own 
technique and presenting their views and 
methods with more or less diffidence and 
hesitation. 


The encouragement to study, the ambition 
to do better work, the desire to produce ap- 
praisals that were really more than mere 
opinions, all these during the past few years 
have been fostered and directed by that group 
of experts connected with our National As- 
sociation of Real Estate Boards who gave 
unselfishly of their time, their energy, and 
advice to those others who lacked some of 
their knowledge and experience. Now the 
average appraiser is emerging from the A B 
C. Class. He has reached a point where he 
feels he can absorb something in a more ad- 
vanced study. 


Here is a book that is an orderly compre- 
hensive, readable treatise on the science of 
appraising real estate. 


Great space is given by the author to the 
analysis of the things an appraiser should 


know, the background of knowledge he 
should have before he can competently exer- 
cise that judgment demanded in a valuation. 


It is easy to agree with him that, “There 
is a proper method by which a given set of 
facts will be converted into a correct state- 
ment of value, while the use of improper 
methods with the same facts leads to ma- 
terial and serious error.” Not all writers on 
the subject agree as to these methods. None 
of them go so far as to assert that on the 
basis of our present knowledge and experience 
appraising is an exact science. 


The useful helpful thing that can be done 
by the writer on this subject is to point out 


what those things are that have developed 
from experience, from education, from study, 
and from economic history, that will point a 
way to the appraiser who is willing to learn. 
It is to this task that Mr. Kniskern applies 
himself and the result is a book that will be 
valuable to every appraiser and that will add 
his name to the list of those men who have 
made definite contributions to this science. 
Not all appraisers can claim to be professional. 
Not even a large minority of men who do 
appraising could be put in that high class. 
The average appraiser in the average city is 
a real estate broker whose appraisal business 
is his minor activity. 


Kniskern has not written for that type of 
appraiser alone but he includes much practical 
instruction in his book that will be very 
helpful to him. In chapter after chapter he 
develops an exposition of pertinent subjects 
all of which will add to the appraiser’s skill, 
his knowledge, and his ability to appraise. 


Starting with “Value” as a subject, follow- 
ing with “Capital,” “Money,” “Investments,” 
and “‘Market Price,” he developes his treatise 
on the premise that “Income being the ulti- 
mate purpose of any investment” it follows 
that as a basic and fundamental principle that 
income should be accepted as the true crite- 
rion of value. Income, however, the author 
points out, may be present or future, in the 
form of money, use, or appreciation. 


Especially interesting at this time is the 
author’s chapter on “Going Value.” This has 
been a troublesome feature of valuation to 
many appraisers and the author’s clear, precise 
treatment will be helpful to a great many, 
especially to those whose work embraces in- 
dustrial properties. Going value, particularly 
in industrial and in all special purpose build- 
ings may be, the author demonstrates, quite 
different from market value. 


An appraiser’s finding as to value in these 
eases, Mr. Kniskern maintains, should be 
stated as the “going value to the present 
owner, or by some other equally clear state- 
ment of limitation.’”” He devotes several chap- 
ters to “Mortgages and Financing.” 


“Appraising” and “Determination of Value” 
follow as the main part of the book with 
many excellent chapters on methods, details, 
and analysis. 


The chapter on “The Appraiser” and the 
following one on “Titles, Estates, Liens” 
contain much that is fundamentally instruc- 
tive both in ethics and legal information. 
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When Mr. Kniskern states, Chapter 13, 
page 235, that “The valuation of a property 
is the determination and proof of its value,” 
he will find many who will disagree with 
him as to his use of the word “proof” and 
who will insist that that word if used must 
be construed in a very narrow sense. “Proof” 
usually means the assurance of certainty. 
Yet three intelligent, competent appraisers, 
using the same set of facts, will reach vary- 
ing conclusions as to the valuation of the 
same property. 


Into each appraisal has entered the factor 
of judgment. Where judgment and opinion 
combine with a mathematical process to 
reach a conclusion, the word “proof,” many 
will hold, applies to one of the parties to an 
appraisal only, the valuator himself, and may 
not be accepted in its full sense by the em- 


ploying party. 


Real estate as an investment opportunity, 
its advantages, and disadvantages, are com- 
pared to other forms of investments, in one 
chapter, and by balancing the characteristics 
of one against the other, the author points 
the way to a determination of rate that is 
comparative and competitive. 


His treatment brings additional light to this 

part of appraisal science. Examples of fee 
and leasehold appraisal problems involving 
typical conditions are presented with the 
author’s solutions and the timely question 
today of the vacant and inadequately im- 
proved property is intelligently treated. 


The writer’s full skill and knowledge as 
well as his experience are displayed in that 
part of his book that treats of “‘Capitaliza- 
tion of Income” and the methods to be used 
to determine the proper rate. This question is 
highly controversial and is puzzling to most 
appraisers, and there is a wide spread be- 
tween opinions. The author’s wide experience 
in the mortgage investment field has brought 
to him great practical knowledge; and, with 
this background, his views on the rate ques- 
tion will command respect. 


Many readers will be grateful to him for 
the excellent Table of Contents and the 
trouble that has been taken to include sub- 
titles. These number about 600. 


The book is one more helpful encourage- 
ment to appraisers generally and can be re- 
commended to all those students of appraisal 
science who are seeking the way accurately 
to determine justified market value. 

Maurice F. Reidy, M. A. I. 


Worcester, Mass., March 1, 1933. 





Babcock, Frederick M. THE VALUATION 
OF REAL ESTATE. New York: Mc- 
Graw-Hill Book Co. 1932. 593 p. $5.00. 


| age since it became known that Frederick 

M. Babcock was writing a new book on The 
Valuation of Real Estate, appraisers . every- 
where have been anxiously awaiting its ap- 
pearance, knowing that, in view of the ex- 
cellence of his first book on this subject, 
published in 1924, a new publication by him 
would contribute substantially towards ad- 
vancing appraisal knowledge to the point 
where it might properly merit designation as 
a “science,” and the work of the appraiser 
as a “professional” activity. There wil] he 
no disappointment to those holding these ex- 
pectations, for this book of nearly 600 pages 
not only merits the descriptive adjective 
“scientific”, but the author boldly steps out 
and leads into the realms of some undis- 
covered and unexplored concepts, informing 
the reader on the very first page of the “‘Pref- 
ace” that “the correctness of the methods 
described depends entirely upon the argu- 
ments presented, not upon the sanction of 
authorities.”” Nevertheless, least some self- 
designated “practical” appraisers conclude 
that the book must therefore be what they 
like to call “theoretical” and, in consequence, 
of little practical value, let it be carefully 
noted, as Mr. Babcock states, that “most of 
the methods described have been used in 
connection with Actual Valuations”; and there 
are no less than 105 examples of valuation 
procedure set forth in detail. Besides, Mr. 
Babcock’s practical experience in real estate 
appraisal work has been too broad to permit 
him to turn out a work which would be other 
than of outstanding practical worth. 


The subject-matter is arranged in 7 ‘‘Parts” 
and an “Appendix.” There are 34 chapters; 
“Present-Value” tables; and a comprehensive 
index. The broad scope of the publication is 
indicated by the titles of the 7 “Parts’’: I— 
The Economic Background; II—The Valua- 
tion Data; III—The Theory of Valuation; IV 
—The Methods of Valuation; V—The Fore- 
casting of Returns; VI—The Valuation of 
Returns; VII—Details of Valuation Proced- 
ure (includes: Depreciation, Building Life, 
Interest Rates, Fractional Rates, Valuation 
by Comparison, Cost Estimation of Buildings, 
Valuation for Specific Purposes, etc.). The 
entire subject-matter has been developed and 
arranged with one purpose in mind, viz., to 
develop, step by step, logically and scien- 
tifically, Methods of real estate valuation, 
Mr. Babcock stating that “references to ap- 
praisal data and to the economic nature of 
real estate values are included only inciden- 
tally in order to make a discussion of Valua- 
tion Method possible.” 
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If the reviewer were asked to pick out what 
seemed to him to be the most outstanding 
features of the book, he would name these: 

1—The logical development of a_ theoretically 
correct method of valuation which is then 
developed into seven modified practicable 
methods covering the entire field of require- 
ments in real estate appraising. 

2—A clear delineation of the character of the 
“depreciation and obsolescence” problem as 
related to realty valuation, and the drawing 
of the inevitable conclusion, viz., that valua- 
tion of improved real estate must give effect 
to the phenomenon, readily observable and 
commonly experienced, of declining future net 
earnings. 


3 — The application of the principles of valuation 
set forth by means of 105 examples. 

4—The discussion of “Risk and Interest Rates” 
(both “over-all” and “fractional” rates), and 
the presentation for the first time of a series 
of charts designed to aid in the choice of 
plausible “fractional” rates of capitalization 
applicable to earnings of (a) buildings, (b) 
land, (c) leased fees, (d) leasehold interests 
in land, and (e) mortgage debt-service re- 
quirements. 


The ‘theoretical’? method of valuation is 
derived after the text has brought out cer- 
tain items of economic thought and economic 
facts which are commonly observed and ac- 
cepted; and deduces the valuation procedure 
implied thereby and the conclusions which 
logically follow. These factors and conclusions 
are set forth as “Axioms of Valuation” in a 
concise and interesting columnar tabulation 
so that the relationships are readily appar- 
ent. The common-sense character of this tab- 
ulation will appeal to practical minds, and 
the manner in which the conclusions are 
drawn and the reader, almost unaware of 
what is taking place, smoothly carried to the 
“therefore’”’ of the analysis (i. e., the deter- 
mination of the “theoretical” method of all 
real property valuation), will excite the ad- 
miration of the logician. 


The seven methods outlined for actual 
practice are developed to fit the varying ne- 
cessities introduced by the varying charac- 
teristics of real estate properties themselves. 
Four are designated as “income”? methods, 
these being applicable to properties which 
return “dollar” incomes in the nature of 
either commercial rents or business profits. 
Two methods called “Replacement Cost” 
methods, apply in cases where there are neith- 
er “dollar” incomes nor market value evi- 
dences with which to guide judgment. The 
seventh method applies where market sales 
data constitutes the principal evidences of 
value. The methods are then utilized by ap- 
plication in the appraisal of (1) a store prop- 
erty; (2) an auto-parking lot; (3) a hotel; 


(4) a theater; (5) a factory; (6) a two story 
house; (7) a library. The appraisals (which 
illustrate method only) are made under vary- 
ing assumed conditions, such as: in fee sim- 
ple; leased fee; leasehold estate; equities; 
land vacant; at time of building (a) comple- 
tion, (b) normal occupancy, (c) mid-life, (d) 
late-life. In these examples there are at least 
two features which stand out to the present 
writer: 


1—The prediction and valuation treatment of 
DECLINING future net earnings; 


2—The making of “building” value residual in 


the “mid-life” cases. 


If the reviewer were to state but one out- 
standing contribution this book makes to 
progress in valuation procedure, he would 
say that it consists of the focusing of thought 
upon the necessity of including in valuation 
methods (instead of ignoring it) considera- 
tion of the commonly experienced reality of 
declining future earnings in the cases of 
many types of properties, and in practically 
all cases insofar as building earnings are 
concerned. This idea was introduced by Hen- 
ry A. Babcock in 1927 in a model appraisal 
report prepared for the Appraisal Division of 
the National Association. In an article which 
appeared in the July, 1931 issue of California 
Real Estate Magazine, the present writer 
stated: “The processes of determining the 
equivalent present-worth of Declining future 
earnings .. . will, doubtless, during the next 
few years be given the place of impor- 
tance which I believe they merit in appraisal 
procedure.” It is significant, too, that a work 
on “Economic Approach to Valuation Pro- 
cedure” just published by the Appraisal Divi- 
sion of The California Real Estate Associa- 
tion and written by Loring O. McCormick and 
George L. Schmutz of Los Angeles, includes 
consideration and valuation of declining fu- 
ture earnings in cases of realty valuation. 
Mr. Babcock publishes ‘“Present-Worth” Ta- 
bles for incomes which decline in accord with 
three stated premises with discount rates 
of from 7% to 15% and for 1 to 100 years. 
It is interesting to note that the Babcock 
premises assume declines to zero by equal 
yearly differences (straight line), or in the 
same manner as the value of a level annuity 
declines to zero with a 34%% or 10% rate, 
while the Schmutz-McCormick tables assume 
declines per annum at rates of 1%, 2%, or 
3% of the initial year’s earnings (the “Re- 
ducing-Balance” formula). These differences 
emphasize Mr. Babcock’s statement: “No . 
study (of experience of building incomes) 
. .. has been made in which a sufficient num- 
ber of instances were included to draw a gen- 
eral conclusion with respect to the exact 
shape to give such income curves. Hence the 
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curves presented . . . are selected empirical- 
ly.” Notwithstanding this condition, an im- 
portant contribution towards greater accu- 
racy (a much-desired goal) in value estima- 
tion is made by the treatment of this phase 
of the problem of valuation. 


The chapters dealing with determination 
and choice of capitalization rates constitute 
a decidedly valuable addition to knowledge 
relating to such matters. Thirty-four factors 
which influence choice of capitalization rates 
are set forth in tabular form; and the five 
charts presented isolate, and provide for the 
assigning of individual weights to, as many 
as twenty-four of these factors in the selec- 
tion of plausible rates applicable in the cap- 
italization of earnings imputable to building, 
land, leased fee, leasehold, or mortgage debt- 
service. To illustrate: In the “Building Rate 
Chart” there is provision for: 17 kinds (busi- 
ness, apartments, etc.) or grades (best, av- 
erage, etc.) of buildings; 5 ratings for phys- 
ical condition; 6 for beauty, permanence, etc., 
of architectural style; 6 for quality of mate- 
rials, ete.; 6 for various types of construc- 
tion; 6 for efficiency of functional design; 10 
for varying ‘‘expense-ratios”; 6 for antici- 
pated fluctuation of revenues; and 6 for vary- 
ing quality and reliability of the appraisal 
data. The individual consideration of so many 
(and other factors entering into the construc- 
tion of these charts will minimize the possi- 
bilities of error and considerably enhance the 
accuracy of valuations. Mr. Babcock is care- 
ful to point out that the charts do not, and 
can not determine or create capitalization 
rates, any more than depth tables determine 
or create values, but expresses his belief that 
they may be found valuable aids in guiding 
judgment when used with judgment. 


Doubtless some of the ideas presented in 
this book will provoke discussion and debate, 
arguments pro and arguments con, for all 
valuators are not agreed in all particulars by 
any means. For instance, there will be argu- 
ment as to the appropriateness for realty 
valuation work of using the “Babcock” prem- 
ise in valuing annuities instead of the “‘Hos- 
kold” formula; there will be discussion as to 
whether “over-all” capitalization rates should 
be determined first or “fractional’’ rates first; 
there will be debate as to what premises 
should be preferred with reference to declin- 
ing future earnings; and so on. Indeed such 
discussions constitute, in part, a raison d’etre 
for Mr. Babcock’s book, and incidentally, he 
will be found to have good reasons for his 
views. What is most important is that prog- 
ress will certainly be made as a result of the 
stimulus to thoughtful consideration of ap- 


praisal procedure which his courageous ex- 
plorations of and ventures into new fields 
are bound to create. No appraiser, or any 
other individual interested in valuation work, 
who takes such activities seriously and de- 
sires to keep abreast of the rapidly advanc- 
ing “appraisal’’ thought of the times, will 
want to be without this book; it again justi- 
fies inclusion of Frederick M. Babcock, its 
author, amongst the leaders in the ranks of 
the progressive appraisal fraternity, and con- 
stitutes an outstanding contribution to ap- 
praisal literature and to the advance of real 
estate valuation to a scientific status. 
Ayers J. du Bois, M. A. I. 

Los Angeles, Calif., Feb. 3, 1933. 





LOS ANGELES BLUE BOOK OF LAND 
VALUES. Los Angeles: Land Value 
Book Publishing Co., 1932. 300 p. 
$12.50. 


é ¥ HIS volume is the first attempt to publish 

an unbiased analysis of property values in 
Los Angeles. Realtor Leonard F. Hammel, a 
member of the Los Angeles Realty Board, 
working in collaboration with S. Charles Lee, 
prominent Los Angeles architect compiled the 
information. The city was divided into 150 
districts; front foot values were set on every 
piece of property; the figures were then 
checked against county tax appraisals; then 
another appraiser checked both figures and 
the differences were ironed out by arbitra- 
tion. The compilers have attempted to set a 
fair market value, and not a forced sale 
value, a depression value, or a boom value. 


Each page contains a map of a definite 
portion of the city showing streets and blocks. 
Bordering districts are indicated by the ex- 
planatory note “Adjoining map on page ag 
County assessor’s figures are given in ad- 
dition to the figures of the Blue Book asses- 
sors. Supplementary information of interest 
to appraisers is also included, as Los Angeles 
traffic count, corner lot tables, depth tables, 
thirty year graph of land values, and building 
construction costs. The volume is well in- 
dexed. An added feature of the book is the 
blank page facing each map for memoranda 
in keeping the figures up to date. 


In using the Blue Book of Land Values it 
must be understood that the figures are not 
official but are merely an expression of opinion 
of the comparative value of that property to 
other properties within the area surveyed. As 
an indication of front foot values, it should be 
useful to appraisers interested in Los Angeles 
property. 

C. M. Jones. 
Chicago, March 1, 1933. 
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Officers and Committees 


of the 
American Institute of Real Estate Appraisers 
of the 
National Association of Real Estate Boards 


(July 1, 1932 to December 31, 1933) 


PHILIP W. KNISKERN President 
165 Broadway, New York, N. Y. 


JOSEPH B. HALL Vice President 
35 E. 7th St., Cincinnati, Ohio 


HERBERT U. NELSON Secretary 
59 E. Van Buren St., Chicago, IIl. 


MARK LEVY Treasurer 
7 South Dearborn St., Chicago, IIl. 


HARRY GRANT ATKINSON 
Director of Activities 
59 E. Van Buren St., Chicago, III. 


Governing Council 
Term Expiring December 31, 1935 


Cyril R. DeMara, Hamilton, Ontario. 
Peter Hanson, Glendale, California. 
Philip W. Kniskern, New York City, N. Y. 
J. Alvin Register, Jacksonville, Florida. 
Maurice F. Reidy, Worcester, Mass. 


Term Expiring December 31, 1934 


Ralph D. Baker, Camden, New Jersey. 
J. W. Cree, Jr., Pittsburgh, Penn. 
Joseph B. Hall, Cincinnati, Ohio. 
Joseph W. Hannauer, St. Louis, Mo. 
Mark Levy, Chicago, Illinois. 


Term Expiring December 31, 1933 


Harry E. Gilbert, Baltimore, Md. 
Samuel C. Kane, Philadelphia, Pa. 
Norman L. Newhall, Minneapolis, Minn. 
E. L. Ostendorf, Cleveland, Ohio. 
Frank H. Taylor, East Orange, N. J. 


Representing Board of Directors, National 
Association of Real Estate Boards 


Henry G. Zander, Chicago, Illinois. 


Admissions Committee 


Frank H. Taylor, East Orange, N. J., Chair- 
man. 

Harry E. Gilbert, Baltimore, Md. 

Joseph W. Hannauer, St. Louis, Mo. 

Samuel C. Kane, Philadelphia, Pa. 

Charles Partridge, Brooklyn, N. Y. 

Walter S. Schmidt, Cincinnati, Ohio. 


Committee on Appraisal Procedure 


Joseph B. Hall, Cincinnati, Ohio, Chairman. 
W. H. Ballard, Boston, Mass. 

Harrison S. Colburn, New York, N. Y. 

Ayers J. du Bois, Los Angeles, Calif. 

Harry E. Gilbert, Baltimore, Md. 

George H. Gray, Brooklyn, N. Y. 

Frank D. Hall, New York, N. Y. 

Walter R. Kuehnle, Chicago, IIl. 

Carlton Schultz, Cleveland, Ohio. 

Harry A. Taylor, East Orange, N. J. 


Disciplinary Committee 
Maurice F. Reidy, Worcester, Mass., Chair- 
man. 
Harrison S. Colburn, New York, N. Y. 
George H. Gray, Brooklyn, N. Y. 
J. Kingsley Powell, Metuchen, N. J. 


Ethics Committee 


Ralph D. Baker, Camden, N. J., Chairman. 
W. W. Butts, St. Louis, Mo. 

W. E. Ferguson, Baltimore, Md. 

Frank M. McCurdy, Brooklyn, N. Y. 
Charles B. Shattuck, Los Angeles, Calif. 


Legislation and Legal Committee 


Peter Hanson, Glendale, Calif., Chairman. 





OFFICERS AND COMMITTEES 





Committee on Local Chapters 
J. Alvin Register, Jacksonville, Fla., Chair- 
man. 
William W. Butts, St. Louis, Mo. 
Morris Goldfarb, Perth Amboy, N. J. 
Charles B. Shattuck, Los Angeles, Calif. 


Membership Committee 
Bracton Goldstone, New York, N. Y., Chair- 
man. 
John P. Hooker, Chicago, IIl. 
Stanley L. McMichael, Los Angeles, Calif. 
Cuthbert E. Reeves, Buffalo, N. Y. 
D. Earl Wilson, Miami, Fla. 


Publications Committee 


Mark Levy, Chicago, IIll., Chairman. 
Hollis Bush, Miami, Florida. : 
Ayers J. du Bois, Los Angeles, Calif. 
John P. Hooker, Chicago, III. 
Carlton Schultz, Cleveland, Ohio. 


Research Committee 


Joseph B. Hall, Cincinnati, Ohio, Chairman. 


Committee on Revision of By-Laws 


E. L. Ostendorf, Cleveland, Ohio, Chairman. 


Statistics Committee 


Joseph B. Hall, Cincinnati, Ohio, Chairman. 


Committee on Valuation of Percentage 
Leases* 


Joel L. Schlesinger, Newark, N. J., Chairman. 
Murray Apfelbaum, Newark, N. J. 

Stephen F. Barrera, Brooklyn, N. Y. 

Cyril R. DeMara, Hamilton, Ont. 

A. C. Houghton, Washington, D. C. 

Russell Price, Cincinnati, Ohio. 

Maurice F. Reidy, Worcester, Mass. 


Nominating Committee 


Samuel C. Kane, Philadelphia, Pa., Chairman. 
Harrison S. Colburn, New York, N. Y. 
George H. Gray, Brooklyn, N. Y. 

Morris Goldfarb, Perth Amboy, N. J. 
William H. Ballard, Boston, Mass. 

W. S. Guilford, Sacramento, Calif. 





*Committee to study and report on the following 
question at the summer convention in Chicago next 
June: “What methods should be used in determining 
and expressing the profits from a property which is 
leased under a percentage lease?” 


Officers of Local Chapters 


Chapter Number 1 


President — Morris Goldfarb, Perth Amboy, 
N. J. 

Vice President—John J. Berry, Newark, N. J. 

Secretary — W. W. Chalmers, Camden, N. J. 

Treasurer — John K. Leeds, Elizabeth, N. J. 


Chapter Number 2 


President — J. Alvin Register, Jacksonville, 
Florida. 

Vice President — Charles P. Glover, Tampa, 
Florida. 

Treasurer—G, Jackson, Jr., Orlando, Florida. 

Secretary — Paul O. Meredith, Orlando, Flor- 
ida. 


Chapter Number 5 


President — Stanley McMichael, Los Angeles, Calif. 


Vice President — Ayers J. du Bois, Los Angeles, Calif. 


Secretary and Treasurer — Nathan Libott, Los Angeles, Calif. 
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PETER HANSON 
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J. MORTIMER CLARK, Clark & Maspero 
409 Security Building 
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AYERS J. du 7079 aeraeet Boulevard 
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Hartford 
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Washington 
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V. M. COVINGTON 1816 Graham Building 
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114 Graham Building 


819 W. Forsyth St. 
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KENNETH S. KEYES, The Keyes Co., Inc 
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Chicago 
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WALTER R. KUEHNLE 
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J. SOULE WARTERFIELD 
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Worcester 
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HARRY S. KISSELL 
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WILLIAM C. BADER 
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EVAN J. MILLER 
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HARRY W. BUTTS 
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PHILIP 1324 Walnut St. 
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C. HARRIS ell 5942 Chestnut St. 
SAMUEL C. NE.. «+401 Land Title Building 
MARTIN SroTz. 516 Land Title Building 
Pistebargh 
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Wilkes Barre 
Cc. A. LEIGHTON 702 Deposit & Sav’gs Bk. Bldg. 


RHODE ISLAND 
Providence 


HAL FORRESTER COOMBS 
JAMES DEVINE 








927 First Natl. Bank Bldg. 


Odd Fellows Bldg. 
213 Locust St. 
24 E. Orange Street 


19 N. Lansdowne Ave. 


211 Fourth Avenue 





211 Waterman St. 
801 New Industrial Tr. Bldg. 


TENNESSEE 


Nashville 


209 Warner Bldg. 
1 American Trust Building 


UTAH 

Salt Lake City 

EDWARD M. ASHTON 32 South Main Street 

VIRGINIA 

Richmond 

J. GUTHRIE SMITH 924 East Main Street 

WEST VIRGINIA 

Charleston 


CHARLES UHRIG 
Box 1019, Charleston Natl. Bank Bldg. 
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HENRY H. BUSH, Stanley C. Hanks Co. 
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405 Bank of Commerce Bldg. 
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McMichael’s Appraising Manual 


Simplifies the field of appraising and shows how to 
evaluate property on the basis of present worth plus 
future earnings. Covers lots, homes, industrial 
property and commercial property, describing the 
various factors to be observed in each case. 


The book is replete with charts, diagrams and tables, which help 
to reduce the time and labor involved in an appraisal problem. 


Chapter Headings 


Valuing odd-shaped lots. 

Residential corner lot appraisals. 
Industrial property appraisals. 
Appraising leasehold estates. 

What are trees worth? 

Building appraisals. 

Plottage. 

Determining severance damage. 
Appraising homes. 

Values due to shiftings of business. 
Appraising business corners. Appraising property in ‘“Twilight’’ zones. 
Triangular lots. Rental percentages based on gross sales. 
Alleys. Factors to observe in appraisals. 
Appraising by zones. Testifying in court. 

Merging lot values. Physical equipment of the appraiser. 


Measuring value. 

Methods on which to predicate value. 
Standards of appraisal practice. 

Economics of appraisals based on earnings. 
Capitalization and interest rates. 

Use of interest tables. 

Appraisals based on income analysis. 
Depreciation and obsolescence. 

Appraising by the unit foot method. 
Adaptation of depth tables. 


46 Diagrams and Tables 


This Appraising Manual contains features which have never 
before appeared in one volume. For example, one chapter reviews 
the many changes which are responsible for the current deflation 
of real estate. In the chapter ‘Use of Interest Tables,’’ will be 
found three rare tables, any one of which may prove to be worth 
many times the price of the book. The chapter, ‘‘Examples of 
Actual Appraisals Based on Income Analysis,’’ gives a complete 
demonstration of several appraisals. 


Prentice-Ha tt, INc., 
70 Fifth Avenue, New York, N. Y. 
Please send me a copy of the books checked, for 5 days’ free 


examination and use. At the end of that time I will either remit 
the price indicated, or return the books without cost or obligation. 


Note: The books described 
on this page are published by 
Prentice-Hall, Inc., 70 Fifth 
Avenue, New York, N. Y. 
They may be secured for 5 
days’ free examination and 
use before deciding to pur- 
chase. Simply fill in and re- 
turn coupon below. 


Appraising the Home 
— Clark 


The methods which experienced apprais- 
ers use to determine the value of residen- 
tial property are detailed in this volume. 
Full particulars are given as to the deter- 
mination of the value of home sites, old 
houses and new homes. 


These subjects are covered in detail: Comparative value 
analysis; appraising the lot; depreciation and obsoles- 
cence; rents as an index of values; appraising the old 
home; cost factors in building; modernization of homes; 
appraising the new home; inspection during construc- 
tion; legal decisions on appraising; appraising the 
borrower. 








Principals of Real Estate 
Appraising — Zangerle 


A sound, scientific treatment of appraisals 


~ based on the methods used for years in 


one of the largest cities of the country. 
Twenty-four chapters are devoted en- 
tirely to the appraising of land, and seven 
to. the appraising of buildings. 


Among other subjects, the author has emphasized the 
following: Plottage value, effect of auto transportation, 
store rental capitalization, corner lot appraisals, rate of 
capitalization, rent in relation to gross sales, effect of 
re-appraisal leases on land values, the capitalization of 
99-year lease rentals, depreciation and appreciation. 


Many legal phases are covered in the 
chapter on ‘‘Legal Decisions Regarding 
Appraisals,’’ while the chapter on ‘‘Sens- 
ing the Market’’ explains many ways 
whereby real estate slumps and booms 
may be anticipated. 


(_] McMichael’s Regeshting We Manual 
448 pp., 434 x 74 incl ee $5 


() Appraising the ome 
380 pp., 6x9 inches.............. ovine 


() Principles of R. * Appraising 
443 pp., 6 x 9 inches... .. 








